PROCEEDINGS OF THE WINTER CONFERENCE 
OF THE 
AMERICAN MARKETING ASSOCIATION 
December 28, 29, 30, 1960 


MARKETING: 
A MATURING DISCIPLINE 


Edited by 
Martin L. Bell 


SAMPLE COPY 
DO NOT REMOVE 


MEMBER PRICE NON MEMBER 
$4.00 $6.00 


AMERICAN MARKETING ASSOCIATION 


\ 


? 


MARKETING: 
A MATURING DISCIPLINE 


PROCEEDINGS OF THE WINTER CONFERENCE 
OF THE 
AMERICAN MARKETING ASSOCIATION 
December 28, 29, 30, 1960 


| 


{ 
| 
| | 


MARKETING: 
A MATURING DISCIPLINE 


PROCEEDINGS OF THE WINTER CONFERENCE 
OF THE 
AMERICAN MARKETING ASSOCIATION 
December 28, 29, 30, 1960 


Edited by 
Martin L. Bell 


Associate Professor of Marketing 
School of Business Administration 
Washington University 


AMERICAN MARKETING ASSOCIATION 
27 East Monroe Street 
Chicago 3, Ulinois 


| 
| 


MARKETING: A MATURING DISICIPLINE 


Price 


Members 4.00 
Non-Members 6.00 


OTHER PROCEEDINGS AVAILABLE 


Price 
Member Non-Member 


ADAPTIVE BEHAVIOR IN MARKETING 2.00 4.00 
Contributed papers from the December, 1956 
Conference of the Marketing Education Division 


MARKETING’S ROLE IN SCIENTIFIC MANAGEMENT _ 3.00 5.00 
Proceedings of the 39th National Conference, 
Detroit, June, 1957 


SUCCESSFUL MARKETING: AT HOME AND ABROAD _ 3.50 6.00 
Proceedings of the 40th National Conference, 
Boston, June, 1958 


ADVANCING MARKETING EFFICIENCY 4.00 6.00 
Proceedings of the 41st National Conference, 
Chicago, December, 1958 


MARKETING KEYS TO PROFITS IN THE 1960’s 5.00 7.50 
Proceedings of the 42nd National Conference, 
Cleveland, June, 1959 


MARKETING CONCEPTS IN CHANGING TIMES 4.00 6.00 
Contributed papers from the December, 1959 
Conference of the Marketing Education Division 


DYNAMIC MARKETING FOR A CHANGING WORLD 5.00 7.50 
Proceedings of the 43rd National Conference, 
Minneapolis, June, 1960 


Copyright © 1961 by 
AMERICAN MARKETING ASSOCIATION 


Composition by BELJAN Ann Arbor, Mich. 


Lithoprinted in U.S.A. 
EDWARDS BROTHERS, INC, 
Ann Arbor, Michigan 


| 

| 


XUM 


AMERICAN MARKETING ASSOCIATION 
27 East Monroe Street Chicago 3, Ill. 


Vice President 
(Marketing Management) (Marketing Research) 


Victor P. Buell 
The Hoover Company 
North Canton, Ohio 


Treasurer 

John P. Bennett 

I-T-E Circuit Breaker Company 
Philadelphia 30, Pennsylvania 


Vice President 

James D. Dodge 
Chryslum Ltd. 

Montreal 3, Que. Canada 


Joe Belden 
Belden Associates 
Dallas 8, Texas 


Charles G. Brown 
Carnation Company 
Los Angeles 36, California 


E. Raymond Corey 
Harvard University 
Boston 63, Massachusetts 


John F. Maloney 


Reader’s Digest Association, Inc. 


New York 17, New York 


Stuart W. McFarland 
Jacksonville University 
Jacksonville, Florida 


Robert V. Mitchell 
University of Illinois 


Urbana, Illinois 


Vice President 


Edwin H. Sonnecken 
MARPLAN, INC. 
New York 19, N. Y. 


Vice President 

Dik Warren Twedt 
Faison & Twedt, Inc. 
Chicago, Illinois 


OFFICERS (1960-61) 


President 


William F. O’Dell 
Market Facts, Inc. 
Chicago 3, Illinois 


Vice President 


Columbus, Ohio 


Secretary 

Margaret L. Reid 

Monsanto Chemical Company 
Springfield 2, Massachusetts 


OFFICERS (1961-62) 
President 


Albert W. Frey 
Frey and Hummel 
Hanover, New Hampshire 


Vice President 


DIRECTORS (1960-61) 


Ben E. Edscorn 
International Shoe Co. 
St. Louis, Missouri 


George A. Edwards 
Canadian Oil Companies, Ltd. 
Montreal 22, Que. Canada 


John A. Howard 
University of Pittsburgh 
Pittsburgh 13, Pennsylvania 


Dilman M. K. Smith 
Opinion Research Corp. 
Princeton, New Jersey 


Richard E. Smoker 
Allstate Insurance Co, 
Skokie, Illinois 


(Marketing Education) 


William R. Davidson 
The Ohio State University Stewart, Dougall & Assoc. 


Robert J. Holloway 
University of Minnesota General Electric Company 
Minneapolis, Minnesota Louisville, Kentucky 


Vice President (Association 
Development & Promotion) 


Carl H. Henrikson, Jr. 
New York 20, New York 


Immediate Past President 
Reavis Cox 

University of Pennsylvania 
Philadelphia 4, Pennsylvania 


Vice President 
Frank W. Archer 


Harold L. Jenkins 
Traders National Bank 
Kansas City 6, Missouri 


Nathaniel R. Kidder 
Kidder and Company 
Cambridge 38, Massachusetts 


John D. Louth 
McKinsey and Company, Inc. 
San Francisco 4, California 


Charles E. Swanson 
The Curtis Publishing Company 
Philadelphia, Pennsylvania 


Dik Warren Twedt 
Faison & Twedt, Inc. 
Chicago, Illinois 


Thomas A. Staudt 
Michigan State University 
East Lansing, Michigan 


Executive Director 


American Marketing Association 


Vance E. Lockhart 


Executive Assistant 
American Marketing Association 
Mrs. Marguerite Kent 


PUBLICATIONS POLICY AND REVIEW BOARD (1960-61) 


Edward C. Bursk 
Harvard University 
Boston 63, Massachusetts 


Shelby A. Robert, Jr. 
Pet Milk Company 
St. Louis 1, Missouri 


Chairman: Theodore W. Kober 


Vickers & Benson, Ltd. 
Toronto 1, Canada 


Hugh G. Wales 
University of Illinois 
Urbana, Illinois 


Ralph L. Westfall 
Northwestern University 
Evanston, Illinois 


' 
_ 
eee 
| 


National Committee for 
Winter Conference 


American Marketing Association 
December 28, 29, 30, 1960- St. Louis 


General Chairman 


Samuel V. Smith 
Washington University 
St. Louis 30, Missouri 


Registration 


J. George Robinson 
Washington University 
St. Louis 30, Missouri 


Exhibits 


Jack S. Wolf 
St. Louis University 
St. Louis 8, Missouri 


Hospitality 


Ben E. Edscorn 
International Shoe Company 
St. Louis 3, Missouri 


Vice Chairman 


Leo T. Simmons 
St. Louis University 
St. Louis, Missouri 


Hotel Arrangements 
William Emory 


Washington University 
St. Louis 30, Missouri 


Treasurer 
Martin L. Bell 


Washington University 
St. Louis 30, Missouri 


Attendance Promotion 


L. Gerald Ott 


D’Arcy Advertising Co. 


St. Louis 3, Missouri 


Wives’ Program 


Program Chairman 


John M. Rathmell 
Cornell University 
Ithaca, New York 


Press Relations 


Donald G. Frederick 
St. Louis University 
St. Louis 8, Missouri 


Local Chapter 
Arrangements Chairman 


George Lloyd Herpel 
International Shoe Company 
St. Louis, Missouri 


Corporate Contacts 


Gerald A. Koetting 
Lincoln Engineering Company 
St. Louis, Missouri 


Kate Grimm 
Edward G. Doody & Company 
St. Louis, Missouri 


Ann Stranquist Schwier 
Inland Research Corp. 
St. Louis 1, Missouri 


vi 


PREFACE 


he 1960 Winter Conference of the American Marketing Association 

was held in conjunction with other associations of the Allied 
Social Science group on December 28, 29, and 30, 1960, in St. Louis, 
Missouri. The papers presented at this conference, as well as formal 
remarks of discussants and panelists, comprise the contents of this 
volume. 

Marketing: A Maturing Discipline, the title of these Proceedings, 
was also the central program theme of the conference. It was 
selected by the Program Chairman, Dr. John Rathmell of Cornell 
University. Quite naturally, participants frequently disagreed as to 
the present state of maturity in marketing. The Program Chairman 
anticipated this possibility and correctly assumed it would add to the 
conference rather than detract from it. Professor Rathmell had this 
to say about the conference theme in a letter to the Editor: 


The concept of a maturing discipline in no way suggests 
arrival, stability, satisfaction. Rather, it is intended to convey 
the marketing man’s willingness to view his field within its 
political and economic context; his desire to subject marketing 
to the tests of its supporting sciences; his interest in market- 
ing’s social contribution and his increasing insistence on high 
levels of ethical conduct; the enthusiasm with which he is 
accepting a new world-wide outlook for his field of competence; 
and the increasingly responsible manner in which he reacts to 
external criticisms of marketing. 


Readers of these Proceedings should find that the conference par- 
ticipants have expanded excellently upon the program theme. The 
literature of marketing is undoubtedly enhanced by their efforts to 
explore the subject. If those who study the papers in this volume gain 
but a portion of the inspiration and enthusiasm that prevailed during 
the conference, the editorial effort involved in this publication will 
have been amply rewarded. 

The papers reproduced in this book appear substantially as pre- 
sented at the conference, although the order in which they are printed 
has been changed from that of the program. Only those speeches have 
been omitted for which no formal manuscript was received by the 
Editor. Some deletions of text have been made in certain instances 
and section headings have been added wherever considered necessary. 
Every effort has been made not to distort the author’s thought and 
word; and if, in the course of editing, any errors have resulted, the 
Editor assumes full responsibility. 
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The principal departure of these Proceedings from the past pattern 
is the inclusion of an Editor’s abstract at the beginning of each major 
paper. In most cases, the authors did not provide abstracts suitable 
for the Proceedings. The Editor recognizes and accepts the respon- 
sibility he has taken in abstracting the authors’ work. However, it is 
hoped that, in spite of their shortcomings, these abstracts will en- 
courage readership of the many fine papers in this volume. 

Valuable assistance was received in the editing of this book. To 
Mrs. Marguerite Kent and the staff of the A.M.A. headquarters belong 
the credit for assembling the manuscripts and providing much needed 
advice and assistance. Thanks are due to Miss Helen Barnard of 
Washington University’s Publication Office for her thorough proof- 
reading and the enthusiastic interest she took inthe work. Finally, 
the Editor wishes to thank the participants for their generally prompt 
and careful preparation of manuscripts for these Proceedings. 


Martin L. Bell, Editor 
March, 1961 


Washington University 
St. Louis, Missouri 
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1. A MARKET FOR MARKETING MEN 


William F. O’Dell* 


The market, or opportunity, for marketing men is the de- 
velopment of a scientific marketing management. The es- 
sence of marketing management is the allocation of the 
marketing dollar. Scientific allocation demands much more 
than market research and data manipulation; it demands, 
first, the determination of alternative courses of action 
and, second, the employment of formal reasoning in making 
a choice. More mature and more efficient marketing will 
require this kind of scientific management. This is the 
market for marketing men. 


NE of the advantages of such a general subject as ‘‘A Market 
O for Marketing Men’? is that you can go in almost any direction 
up to the point where you are forced into making the decision as to 
the specific route you wish to follow. The title has such a high 
level of generality that it would seem to be a relatively simple 
task to take off on any one of several pet areas. I am not neces- 


_sarily qualified to speak on all of these areas, but several come to 


mind. 

First, ‘‘A Market for Marketing Men’’ could be in the form of 
advice to college students. Should they study marketing? What is 
the opportunity in marketing? Or, are the schools turning out 
marketing men in sufficient numbers? How great is the demand 
for graduates in marketing? Is the demand in balance with the 
qualified graduates in marketing? Then, there is the old standby: 
how can the curriculum be improved in order to develop better 
candidates for marketing in business? 

Rather than discuss those important areas, however, I would 
prefer to direct my comments to a market, or opportunity, for 
those persons now engaged in marketing. The comments are re- 
lated to those identified with schools of business because their re- 
sponsibility involves the development of marketing theory that will 
aid management in employing a marketing process which should be 
more efficient than it is today. 

In order to minimize any normal confusion resulting from my 
comments, let me attempt to nail down a few definitions. You may 
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not want to agree, but at least as long as I have the platform let us 
assume that there is some merit to the one or two definitions 
which are to follow. 


The Meaning of ‘‘Marketing Management’’ 


First, while there is general agreement on what is meant by 
‘‘marketing management,’’! any differences of opinion as to the 
function of this operation seem to be in the scope of activity. So, 
let me present the contention, to prevail at least for the next few 
moments, that the role of marketing management is to allocate 
the marketing dollar for a goal consistent with the aims of the top 
management. Certainly profits have to be at least a substantial 
portion of the goal, although the phrase can be softened by talking 
about ‘‘maximization of long term profits within the limits set by 
the firm’s management.’’ 

However, stripped of verbiage, marketing management refers 
to this ‘‘allocation of the marketing dollar.’’ It should not be con- 
fused with the decisions made by the line marketing men, such as 
the advertising manager, the sales manager, the person in charge 
of new product development, distribution and the like. Nor, is it 
to be confused with such staff functions as the information tech- 
nologist, be he a marketing research director, an operations re- 
searcher, an economist, or an accountant. These people are 
charged with the responsibility of providing the line marketing 
Managers, as well as the top marketing management executives, 
with information in order to reduce the uncertainty resulting from 
inadequate information, 

What are some recent, well-known examples of marketing 
management? The decision of the Ford Motor Company to manu- 
facture and market the Falcon was a marketing management deci- 
sion of the greatest magnitude. Certainly there were alternative 
uses of the money. The recent decision of Trans Canada Airlines 
to reduce fares for long haul, non-stop passengers is a marketing 
management decision. A change in pricing policy is avery real 
marketing management decision in that it involves the alternative 
use of resources. The decision of Maytag to drop annual model 
changes and allocate the available funds to better quality control 
is certainly a marketing management decision. It involves the 
alternative use of a portion of the Maytag marketing dollar. Pepsi 
Cola’s decision to allocate and spend $6,000,000 on West African 
bottling plants is a marketing management decision. This was an 
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alternative use of marketing funds. Would the resources have 
been better spent if they had explored and introduced a new bottle 
shape for the U.S. market or increased their U.S. advertising ef- 
fort to the tune of six million dollars? 

These, as you well recognize, are examples of marketing man- 
agement decisions. They involve the allocation of the marketing 
dollar. Similar decisions are being made every day of the year, 
by all business enterprises—large and small. How much to spend 
on advertising, the building of a plant in a foreign market, the in- 
troduction of a new product—these and similar decisions are 
nothing new. Today we label such decisions the function of mar- 
keting management. 

Our interest, however, is in scientific marketing management. 
Here is the market for marketing men—scientific marketing man- 
agement. What, then, are the criteria for the scientific approach? 


Scientific Marketing Management is 
More than Data Gathering 


Certainly the existence of a marketing research or information 
gathering effort does not automatically result in scientific market- 
ing management. The majority of firms today maintain some re- 
search activity at the marketing level; but it does not follow that 
this effort is directed at marketing management problems. 

Mere quantification in decision-making is not synonymous with 
scientific marketing management. Marketing people today have 
vastly more raw facts than they had ten or twenty years ago. 

As we all know, advertising is perhaps one of the most re- 
searched areas of all time. The literature bulges with various 
types of motivation and imagery research aimed at developing a 
more effective advertising theme. Great, too, are the number of 
dollars devoted to the selection of one medium versus another 
within a given media classification. But how much effort is de- 
voted to determining the total number of dollars to be allocated to 
the advertising effort? How many companies can give you the re- 
lationship between an advertising dollar spent and the profit pro- 
duced? Few are the companies which have studied their adver- 
tising budgets in terms of total allocation. How many have a 
scientific basis for determining the division of their advertising 
effort between markets or among products? What study has gone 
into the determination of whether the advertising of a given com- 
pany should vary cyclically or seasonally? 

All of us are too well aware of the basis for advertising budg- 
etry decisions. Regardless of the size of the budget the basis of 
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the decisions are the same. For the most part the ‘‘follow-the- 
leader’’ method is employed. If this proves faulty, by what meas- 
ure I don’t know, the old standby of ‘‘percent of sales’’ is used. 
I submit that the most important advertising decision is the num- 
ber of dollars to be allocated to the effort. However, in terms of 
the total number of marketing research dollars devoted to adver- 
tising, motivation research claims a much greater portion of the 
total than those dollars earmarked for making the more important 
decision—determining the size of the advertising budget in terms 
of alternative uses of the funds. Motivation research, imagery or 
profile research are aimed at developing an effective advertising 
theme. Copy testing and similar devices also are directed toa 
non-management marketing decision less important than the set- 
ting the size of the advertising budget. 

For years we have heard the argument that determining scien- 
tifically the optimum size of the advertising budget defies solution. 
Certainly the difficulties are great and many. I wonder whether 
our consistent failure in this area does not stem from a desire to 
develop one method with universal application, rather than have 
individual companies or industries attack their own individual 
problems. Are we not hopefully waiting for some academician or 
foundation to develop a formula which will apply to all advertising 
situations, much like the metallurgist tests the strength of steel 
alloys for specific known conditions? This area is not a complete 
void. I am aware of some studies which have gone far in aiding 
marketing managements in determining the amount of money to be 
allocated to the advertising activity. True, the specific dollar 
appropriation did not lunge at you from a high speed computer. 
However, it was possible to compare the profit productivity of one 
type of marketing effort versus another. 

If advertising is the most over-researched area, then the per~ 
sonal direct selling effort is likely to be the most under-re- 
searched marketing effort—both as a line function and as an alter- 
native for some other marketing effort. There are, of course, 
those today who contend that the role of the salesman is fast be- 
coming less important. Others claim that the direct selling effort 
is increasing in importance as a marketing effort. There appears 
to be little data to support either claim; and the evidence, if any, 
is far from systematic, far from scientific. If the decision is to 
reduce the number of direct selling dollars, rare is the company 
that provides its management with data demonstrating the results 
under another set of marketing variables. Marketing research has 
not devoted itself to these problems. 

The information approach in itself is not the answer; but we 


| 


A MARKET FOR MARKETING MEN 7 


are making progress. The problem is being attacked by some 
able scholars. The approaches are known or described in numer- 
ous ways: the science of making marketing recommendations, 
problem conceptualization, decision theory, quantitative analysis, 
decision criteria under certainty and uncertainty, game theory and 
simulation, operations research, linear programming. ? 

Many disciplines can be involved in marketing management’s 
scientific approach to allocating the marketing dollar: economics, 
psychology, political science, cultural anthropology, sociology, 
philosophy. In some schools and under some grants, scholars are 
attempting to organize basic research programs to aidthe market- 
ing manager. This is tremendously important work. These peo- 
ple must be encouraged. Someone must lead marketing thought. 

However, the breakthrough is not yet upon us. Despite the ad- 
vances of such processes as operations research and linear pro- 
gramming, the telling fact is that their contributions to allocating 
scientifically the marketing dollar have been minute indeed, at 
least in relation to the magnitude of the problem. True, substan- 
tial gains through linear programming have been made in the man- 
agement and control of inventories in relation to demand, stock- 
holding costs, and stock-out costs. But the variables are so many 
in allocating the marketing dollar, variables which include the 
prediction of human behavior, that some of our more advanced 
processes have not yet aided the marketing management man in 
his all-important decisions—the administration of the full market- 
ing concept, or the development of the proper ‘‘marketing mix,’’ 
or as I prefer to call it, the allocation of the marketing dollar. 

If we believe that marketing is a maturing discipline, we must 
address ourselves to the problem of marketing management, the 
problem of making these major marketing decisions, the alloca- 
tion of the marketing effort. I submit that the marketing man is 
not addressing himself to this allocation problem. If he is, why is 
it that the problem continues to remain virtually unresolved? 

The solution need not necessarily wait for a complete develop- 
ment of marketing applications of operations research techniques, 
linear programming, game theory. Speed of data processing is 
not the variable affecting our successful resolving of this alloca- 
tion of the marketing dollar. We are not without information, as I 
have mentioned. We already have more marketing data than ever 
before, 
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Let us return at least momentarily to the central thought—the 
market for marketing men. I have attempted to develop the theme 
that the real market for marketing men is at the level of market- 
ing management and that true marketing management must involve 
a scientific approach to the alternative uses of marketing dollars. 
Finally, I have emphasized that the mere gathering of marketing 
data and the conduct of marketing studies do not mean that we 
have scientific marketing management. Too much research is 
directed to less important assignments. 


Criteria of Scientific Marketing Management 


Having exhausted this negative approach as to what scientific 
marketing management is not, what then does comprise this im- 
portant management function? Here are two simply stated cri- 
teria. 

First, the marketing manager and his researcher must think in 
terms of specific variables and alternative courses of action. 
These must be stated in advance. It is my contention that one of 
the factors in the rapid growth of operations research is the sys- 
tematic, disciplined listing in advance of the variables and alter- 
native courses of action. In short, the scientific marketing man- 
ager states the alternative uses of the marketing dollar in advance 
and then subjects the profitability of various m*rketing mixes to 
study. Mere allocation of the marketing dollar is not scientific 
marketing management. It must embrace a listing of the alterna- 
tive uses of the dollar and a study of the relative contributions to 
profit of given marketing mixes. 

The second criteria of scientific marketing management is the 
employment of formal reasoning. By now, in our decision-making 
process, we are of course aware of the alternative choices and 
the possible reasons for designating one over others. At this 
point the basic tool is not statistics, or mathematics; it is formal 
reasoning. The language of logic is specialized. It eliminates 
ambiguity. Could it be that the rise of motivation research is evi- 
dence of the unwillingness of many marketing people to think 
rationally? Motivation researchers, for example, are frequently 
guilty of inductive leaps that lead to generalizations going far be- 
yond the observations. 

This rare, scientific marketing manager, for whom there is a 
tremendous market, employs orderly, systematic reasoning that 
frequently has its start with a mathematical model. This does not 
mean that we are by-passing population sampling and percentage 
comparisons. To the contrary, these comfortable areas of analy- 
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sis by classification are still with us; but this marketing manager 
is the person who seeks systematic and formal reasoning from 
which inferences can be applied to single instances. 

This is the real market for marketing men: that area of 
opportunity for those who will concern themselves with the study 
of efficient alternative allocations of the marketing dollar, in- 
jecting quantitative analysis and formal reasoning into the process 
of making marketing recommendations. 

Let me close with a plea that all of us address ourselves to 
this problem of marketing management—those of us engaged in 
this broad area of the maturing discipline: marketing. We are 
being tested. The financial ability of our economy to lift itself out 
of any recession is closely related to the availability of funds; and 
the principal source of funds comes from corporate earnings. The 
gradual but persistent lowering of prices to consumers has re- 
sulted in a profit squeeze which could have serious, long-run im- 
plications. The increased use of lower prices as a marketing 
variable, the inroads of lower-priced foreign goods, the higher 
wages demanded by labor—these and other factors are resulting 
in a maintenance of consumer income at the expense of corporate 
profits. True, new plants will be more efficient. They will be 
more and more automated, aimed at using less high priced labor. 
Still, the contributions of the engineering mind to increased earn- 
ings are today almost insignificant alongside of those which can 
be made by marketing management, if we recognize the existence 
of the problem and do something about it. 

Let us admit that our marketing process is still far from effi- 
cient. Let us also recognize that if we in this maturing discipline 
fail to do something about an efficient allocation of the marketing 
dollar some other discipline, perhaps one more mature, will as- 
sume the responsibility. 

Here is the market for the marketing man. 


a 
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2. SOLILOQUY IN MARKETING 


Paul Mazur* 


Marketing is charged with a truly great responsibility in an 
economy in which surpluses rather than deficits of supply 
are the general rule. With increasing productivity, it is up 
to marketing to maintain our position in world markets and 
our high standard of living at home. Critics of marketing 
fail to understand this and to recognize the implications to 
freedom of any other alternative. Marketing certainly ap- 
pears to have come of age. It has grown up. Now it must 
grow stronger and abler. 


MONG the shrinking dimensions of our own free will there still 
survives the ability to create our own definition for many of,, 
the terms we use. Acting upon that premise, I would define mar-~ 
keting, narrowly, as the means of distributing the products created 
by manufacturing—and, more broadly, as the means of delivering 
to the people of a nation the materials and services which make up 
their standard of living. Obviously, I would not include either 
within the circumference or prerogative of marketing, any social 
dictum or moral arbiter of what people should or should not pur- 
chase. 

Marketing and manufacturing will fail to fulfill adequately their 
job unless they are related to what the market will absorb. If 
manufacturing creates products of kinds which have inadequate ac- 
ceptance, marketing efforts will fail to deliver to production the 
necessary sales quota. 

Or if marketing lacks selling skill, again it will fail. 

Or if products are manufactured in quantities that exceed the 
rate of acceptance at any particular time, then marketing will also 
fail to fulfill its necessary quotas; inventories will accumulate; and 
under the pressure of their liquidation, prices and profit margins 
will decrease, production will diminish in order to allow an ex- 
cess of consumption over production to reduce the accumulation in 
the warehouses and on the shelves. This process will continue 
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until supply and demand are again in balance and profits again are 
reestablished. 

There have been in the past dramatic illustrations of the ad- 
verse influences of excessive production and inventory accumula- 
tion. The economy is, indeed, very sensitive to the failure to 
coordinate production to marketing. The dimensions of the latter, 
dealing as it does with masses of people, possess more inertia and 
are less flexible than is the volume of production. 

The most recent illustration of the consequences of excessive 
supply has been drawn by the facts of the current year of 1960. 
This is the year that was labelled the start of the roaring sixties. 
But like an over-active political candidate, the rehearsal of the 
‘“‘roaring’’ strained the throat; and only a hoarse whisper has been 
the result to date. 

On the other hand, one should not be misled by the facts of 
1960. The promise was not fulfilled. But in large part this has 
been the result of an overexpanded promise rather than any over- 
all fact of economic recession. The Gross National Product for 
the current year has exceeded that of 1959 by nearly five per 
cent—a figure substantially larger than the norm of our secular 
trend. The individual quarters of 1960 have presented a stable 
Gross National Product of an annual rate of about 500 billions of 
dollars. But the first quarter included an inventory accumulation 
at an annual rate of 11.3 billions of dollars; the second, five bil- 
lions; the third quarter had a decumulation of inventories at an 
annual rate of 1 billion; and the fourth probably about the same. 
The dollars representing the actual demand for goods and services 
have increased each quarter. In our slackening production, in 
pressure of competition, and in the squeezing of profit margins, 
we have been paying for our failure to correlate production to the 
probable or actual needs of marketing. And the punishment for 
this economic sin is speedy and positive. 

In some segments of our economy like building, capital ex- 
penditures, and consumer durable goods, our national picture has 
been subject to some decline in consumption demand—resulting in 
softness in the market places. It is difficult to separate cause and 
effect, to determine how much of an adverse factor on demand, 
diminution of production can and will create. Also, it is increas- 
ingly true that services and consumption of non-durable goods are 
playing a greater and greater role; and their resistance to eco- 
nomic erosion can give to the total picture of the economy a rela- 
tive bright hue, while the manufacturing segments are experiencing 
stagnation or even contraction, 

Nineteen-Sixty, on the whole, has therefore been a year in 
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which the growth has been modest; but in which marketing has not 
been adequate to distribute to the consumers all that production 
could and did create. 

Marketing is charged with a truly great responsibility in an 
economy in which surpluses rather than deficits of supply are the 
general rule; and the U.S. is a nation of surpluses, not of scarci- 
ties. It is dramatically clear that we possess a surplus of food- 
stuffs, and the figures of the first quarter of 1960 prove that we 
have a surplus capacity for producing steel and automobiles. Na- 
tions like Russia and China and India are concerned with creating 
sufficient production to satisfy subsistence or even sub-subsist- 
ence standards of living. In these countries of economic scarcity, 
the problems are overwhelmingly those of production and unim- 
portantly concerned with distribution and marketing, except in the 
matter of physical transportation, In the nations of abundance, on 
the other hand, the problem is one of promoting demands adequate 
to absorb the production of the manufacturing mechanism. 

Moreover, it seems abundantly clear that our capacity for pro- 
duction in the United States continues to increase, but with the use 
of relatively fewer people engaged in the actual process of produc- 
tion. In the period of the last ten years the quantity of production 
has increased 45 per cent, and the number of workers on the pro- 
duction lines has remained the same. The consequence of this 
phenomenon might be markedly increased unemployment—if this 
was politically acceptable. But in a nation dedicated to full em- 
ployment, this choice is not acceptable. Increased production 
must mean that more and more people will be engaged in services 
and distribution and marketing, or the tempo of the private pro- 
duction requirements must be substantially quickened, or Govern- 
ment will create employment opportunities through its own en- 
larged activities. 

It should be clear indeed that growth of the economy of the U.S. 
and sufficient growth are necessities not only for the fulfillment of 
a proper increase in the standards of private and public living, but 
also to give adequate employment opportunity to a labor force that 
expands through the fertility and productivity of man. 

The trend which has indicated a marked increase of the number 
of men and women engaged in consumption, distribution, market- 
ing, and services will most probably continue. More and more 
people will be involved in the packaging, selling, and moving of 
goods; more and more will be concerned with the supply of serv- 
ices relating to the goods sold. And if our production levels are 
to increase rapidly enough to employ both present employables, 
and also the increased number of workers who _ will become 
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available, then the indices of production must continue to rise and 
at an increasing rate. This means a greater and greater task for 
the forces and workers in the fields of marketing and services. 

It, therefore, does not seem too much of an assumption to con- 
clude that with increasing productivity that must come if we are to 
maintain our position in the world’s markets and also our very 
much higher level of wages, we must increase sales abroad and 
our standard of living at home continuously and uninterruptedly. 
And, to repeat, it is the task of marketing to deliver that improved 
standard of living for its advantage to our economy, but more par- 
ticularly for the benefit to our families of men, women, and chil- 
dren. 

The alternative to the successful assumption of the task by 
marketing is retrogression in the material status of the people and 
consequent economic recession on the one hand, or on the other, 
the increasing activity and power of an expanding Welfare State. 
The consequences might well be not only loss of economic status 
in this world of ideological struggle, but couldalso include the loss 
of freedom and the replacement of democratic government with 
one of many forms of statism—either benign or malignant, but in 
either case probably ruthless and dangerous in its potential. 

Marketing, then, in our free society of competitive enterprise 
is charged with supplying the fuel that keeps the wheels of industry 
turning that they may pour out an avalanche of our material well- 
being. 

Recently our economy has been hauled before rump courts to 
answer the charges made by self-appointed and self-anointed pub- 
lic prosecutors. We are charged with using up our natural re- 
sources too rapidly because we encourage men and women to adopt 
standards of waste in order to stimulate demands not found es- 
sential by these prosecutors’ idea of necessity. And from another 
segment of the social-political compass we are accused of being 
too affluent. We are said to be too rich in our inventories of ma- 
terial things, too indolent and retrogressive in our social, politi- 
cal, and idealistic outlook, too poor in those sections of our ac- 
tivities more closely related to our social requirements like 
education, roads, etc. In these latter aspects of our living we are 
told that we are poverty stricken while we wallow in the pig trough 
of material, private affluence. Moreover, it is pointed out that the 
greater expenditures for these social requirements would, of 
course, be controlled by public officials—elected or appointed. 
The funds appropriated for these social segments would come 
from higher taxes imposed upon the disposable income of the mass 
of the citizens of the United States. 
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Now it is true, of course, that inpart the critics of the ‘‘Waste- 
Makers’’ are correct. If we consume more in the way of finished 
goods, we must also use more raw materials. That, unfortunately, 
is an inescapable sequitur. The only way to assure the consump- 
tion of lesser amounts of raw materials is to produce and con- 
sume fewer pieces of finished goods. Under this philosophy, 
Africa, now beginning to stir itself upon its bed of an inexhaustible 
wealth of raw material, should be an ideal witness in the trial 
against us brought by the public prosecutors of the ‘‘Waste-Mak- 
ers.’’ Africa, China, South America, Russia are, it would seem, 
sounder economies than we because they use up less and less of 
their material wealth because of their very low level of material 
well-being. 

Some of the charges and implications of the denouncers of our 
form of economies approach the ridiculous. They describe our 
clothing, houses, appliances, and automobiles as though they were 
built of paper, cardboard, and scotch tape. Except for the time 
span of existence, modern equipment, like the ‘‘one horse shay’’ 
of Oliver Wendell Holmes’ poem, seems to stand up in apparent 
perfect shape and then suddenly disintegrate into a pile of junk and 
debris. One gains the opinion that our modern automobile of 
chrome and fins is built of material that will stand up only for the 
two years that presumably separate its birth in the factory and its 
burial on the junk pile. The resulting arithmetic is destroyed by 
the facts. Our population of cars is over 60 million. If their life 
span was as short as the two or three years the economic puritans 
claim, we would require a production of 15 to 25 million cars a 
year to maintain our automotive population. Our actual production 
both for replacement and new buyers due to the increasing number 
of family formations is around six and a half million. As a matter 
of actual fact, the junk pile seems to have to wait from between 10 
or 11 years to claim the average car. 

But, nevertheless, it is still true that six million cars and 
1,200,000 homes, millions of TV sets and refrigerators use a 
great deal of steel, glass, and rubber. If we elect to convert our 
economy from the kind it is, using so much raw material, to one 
that husbands its resources by non-use, by replacing carefully 
developed desires with stark necessities and basic needs, then we 
will, certainly, possess and keep more iron ore but also have few- 
er machines, fewer homes, autos, appliances, and fewer good six- 
lane concrete roads. 

In short, we would have a much more puritan economy and a 
far less prosperous one, Under these aspects marketing would 
find it relatively easy to distribute to a hungry, even starved popu- 
lation, the products of such an inhibited production mechanism. 
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However, marketing and distribution would deliver to the citi- 
zens of the nation a lower and lower standard of living. This would 
continue until inevitably the Super-State of a tomorrow would take 
over the complete responsibility. 

The second group of self-appointed public prosecutors of our 
National Economy charge that we are wasteful in private expendi- 
tures in this, our too affluent society. They claim that we should 
divert more of our funds from private purses to public purposes, 
and expend them for what these critics say are more desirable 
social needs. 

Now most of us are of the opinion that our social requirements 
should be better satisfied. Our defense should be superlatively 
strong and, as far as is possible, independent of other nations. 
Our aid to underdeveloped countries should be part of a generous 
allotment made, by many nations, to raise the material levels of 
backward economies. We should be willing to admit that the 
growth factor of the United States should quicken its tempo to em- 
ploy our people, to maintain our standards, to create a proper de-~ 
fense, and improve our social contributions to our people. How- 
ever, we challenge the validity of the statement that the waste that 
is claimed to exist in the private channels of trade would be 
absent if the funds flowed through public canals of expenditure. 
We challenge the conclusion that the diversion of funds from the 
private to the public segments of the economy would protect free- 
dom rather than develop a welfare state and even might actually 
reduce our Gross National Product and the disposable income of 
the average American family. 

The income of the average American family is large as meas- 
ured against other places and other times. Nevertheless, we pro- 
duced more in the current year of 1960 than we absorbed. The 
forces of demand were powerful in 1960. But they were not potent 
enough to match production. The demands upon marketing to keep 
the wheels of our productive mechanism rolling in order to avoid 
recession or depression are indeed enormous. The burden on 
marketing is even greater if we are to employ the workers in an 
economy that continuously increases their productivity and ability 
to produce more and more goods with fewer and fewer workers on 
the production line. And the task becomes unbelievably large if 
we add to the desirable increase in our material standards of liv- 
ing, the urgent requirements for higher social contribution to edu- 
cation, roads, health, and defense. 

There are many of us who fear these new or refurbished eco- 
nomic doctrines of growth through socialization. We hold that the 
needs for defense for society, for working opportunities, and for 
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the people’s well-being are most likely to be furnished and safe- 
guarded by maintaining the economic mechanism and methods that 
exist. These have already contributed over the decades the highest 
level of material well-being the world and history have ever wit- 
nessed. To tear down the mechanism and replace it with a Rube 
Goldberg contraption is a dangerous pastime to impose upon our 
people and families. 

In fact, many of us believe that we should bend our efforts 
rather to improving the tested mechanism we have built so that it 
can carry the heavy and increased weight that will come to it. We 
believe that growth can come more surely and safely from the ex- 
pansion and intensification of better production methods, the de- 
sign and creation of new and better products, and above all by im- 
proving the techniques and methodology and application of more 
effective means of marketing that are researched and tested and 
used as skillfully as is true of our production methods. 

Marketing and distribution have used increasingly better tools. 
But the gap is still wide between these segments of business and 
production. We have reached the stage where we know how to 
produce well; to distribute the products effectively the day must 
come when we must know how to market better. Moreover, the 
day will also come when in order to survive in world competition 
and to reinstitute and maintain a proper balance of international 
payments, we must learn how to produce much, much better than 
we do today. And to furnish the highly increased volume of sales 
upon which improved production and the general adoption of auto- 
mation will depend, we must learn to market and distribute goods 
much, much, much better than we do presently. 

It is an interesting footnote that history has written on the page 
allotted to 1959. That was the year when the idea of the European 
common market came into being. In this idea there may prove to 
be one of the more significant changes economic history will re- 
cord. And it should be noted that it is not a machine or a manu- 
facturing method that was created. Rather, it is a plan for merg- 
ing six European nations into one common market, of converting 
six nations, each with an average population of 28 millions, into 
one market with a population of 170 millions. Out of that market- 
ing device can come new products, new methods, new costs, new 
wage levels, and new standards of living. 

Marketing certainly appears to have come of age. It has grown 
up. Now it must grow stronger and abler. Its weaknesses must 
be corrected; its strength augmented. But it is indeed unlikely 
that it must be either reinvented or redesigned. 
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The critics are many; and they seem to borrow their text from 
the Rubaiyat whose author Omar Khayyam said: 


. could thou and I with Fate conspire 
To grasp this sorry Scheme of Things entire, 
Would we not shatter it to bits—and then 
Re-mould it nearer to the Heart’s Desire! 


We must indeed be on guard, lest by unwise efforts we remold 
our economic principles and actions and our marketing approach 
and methods into a disastrous device. 
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Part Two 


TOWARD MATURITY IN 
MARKETING TECHNOLOGY 


A. Marketing Management 


3. MARKETING MANAGEMENT 


TECHNIQUES IN THE PRELUDE 
TO MATURITY 


Robert M. Kraft* 


Although improvements in the technology of marketing 
have lagged behind improvements in the technologies of 
production and finance, there is sufficient evidence to in- 
dicate that marketing management techniques are matur- 
ing. As more penetrating types of marketing information 
are sought and utilized and as Research and Development 
achieves higher business status, the degree of marketing 
maturity should increase. Marketing is on the threshold of 
making a real contribution to the improvement in the ef- 
ficiency of business enterprise by providing information on 
future markets and by designing optimum marketing strategy 
for these future markets. 


HE events of the past two decades have made us all acutely 

aware that it is possible for research breakthroughs to cause 
fantastic spurts of growth in the technology supplied by the physi- 
cal sciences. By comparison, improvements in the tools pro- 
vided by the business and social sciences have come at a plodding, 
barely noticeable rate. There have been improvements, however, 
and the cumulative effect of the new marketing tools developed in 
recent years has been, as we all know, quite significant. So much 
so, in fact, that I doubt if any of us has any quarrel with the ‘‘ma- 
turing’’ theme of this conference even though we may differ some- 
what in our definition of the term. 

People from industry like myself, concerned partly with the 
day to day operations necessary to carry out the plans of corporate 
management and partly with the provision of information neces- 
sary to the laying of those plans, welcome the opportunity on oc- 
casion to sit back and take a longer look at ‘‘business’’ and its 
operation in general terms. People in the academic world, con- 
cerned partly with the explanation of phenomena as they occur and 


*Robert M. Kraft, Director, Market Research Division, Eli Lilly and Company. 
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partly with the development of new techniques, perhaps welcome 
the opportunity to focus in on a picture of their concepts at work 
in the business world. In the next few minutes I want to take a 
panoramic look at some aspects of marketing technology as I see 
them, with particular emphasis on the evidences of maturing 
which I find and the implications for the future of marketing tech- 
nology which I see in these developments. 

Let me make clear at the outset that I am speaking from a 
position of partial blindness and deafness. While the academician 
is accused, shortsightedly, of learning more and more about less 
and less, the person in business, if he grows, must learn less and 
less about more and more. My view from within the market re- 
search division of a particular firm in a moderate-sized industry 
is hampered, somewhat, in terms of speaking for marketing man- 
agement in general. I will do my best to keep the natural short- 
sightedness I have developed from interfering with my under- 
standing of the general principles involved. 


Business History and Marketing Status 


To begin with, the smaller a business enterprise is, the better 
the management of that enterprise can rely on internal data to 
guide it in formulating plans and in making decisions. The head of 
a subsistence farm needs only the barest sort of internal data to 
optimize his operation. The process of specialization which has 
pushed us into the complex fabric of organization which we find 
today has been possible only because of the parallel development 
of the data collecting and interpreting processes. Without these, 
management would be unable to make informed decisions and plans 
without personal contact with all phases of a business and its mar- 
kets. 

The need for different kinds and degrees of information has 
changed as the business organism has become more specialized— 
and, of course, at any point in time the kinds of information needed 
differ from firm to firm. The local retailer is more in need of 
good internal information than of external data, although some ex- 
ternal data is of importance in planning. On the other hand, the 
large manufacturer of a varied line of products marketed in half 
a hundred domestic markets (and as many foreign markets), while 
he needs internal data of a high order, also needs considerable 
external data of a high order of development. 

The management group of a modern corporation has reached a 
sort of pinnacle where, quite unlike the academic pinnacle, it 
knows almost nothing specific about any particular aspect of the 
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business. Consequently, management must rely on the various 
components of the business to feed it the specific information 
necessary to make decisions about current and future operations. 
Management, however, must always operate from a position of un- 
certainty —the information fed to management removes some of the 
uncertainty, but can never eliminate it altogether. If we should 
ever get to the point where all uncertainty is removed we would 
find our management teams either machines or human automatons 
rather than the highly trained and skilled groups we need today. 

No two corporations will place exactly the same functions into 
the same broad components of their organizations. The generally 
used descriptive titles of production, financial, marketing, and 
research and development indicate somewhat the functional lines 
along which most manufacturers operate. Now, each of these 
components is somewhat like a highway. Information to manage- 
ment flows along into an area where the uncertainty is reduced so 
that management has room within which to make decisions. The 
decisions then move down the highway to be converted into action 
inside the component. A component is established when the need 
for either specialized information or specialized action is recog- 
nized, 

You will note that, as far as manufacturing enterprises are 
concerned, the major components I just mentioned were stated 
roughly in the historical order of their establishment: production, 
financial, marketing, and research and development. You will also 
note that the production and financial components are concerned 
primarily in their information supplying function with highly im- 
portant internal data, the development of which is fundamental to 
the existence of a modern corporation. These components are 
concerned primarily with the past and the present—what has hap- 
pened and what is happening. 

On the other hand, management’s concern with the ‘‘Why’’ of 
the past and with the ‘‘What’’ of the future may very well have 
been the springboard for the ascendency which marketing has ex- 
perienced in recent years. As businesses grew and conditions 
changed, a new area of uncertainty was recognized and it became 
practical to make attempts to remove some of the uncertainty be- 
fore decisions were made. In a sense, then, I believe we can say 
that the ‘‘marketing concept’’ has been merely a point on the long- 
run trend of business development. As the concepts of production 
and financial control matured to the point where a major share of 
the uncertainty about internal matters was removed and manage- 
ment was freed to face and attempt to solve the problems gener- 
ated by the external environment, marketing came to the fore. I 
suggest that this new position may not have resulted from what 
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marketing was contributing from a position of knowledge and avail- 
able techniques, but from the opposite of this. The techniques of 
marketing and the external information for good decision-making 
were not available and management recognized the need. 


Meaning and Evidences of Maturity 


Marketing’s current degree of relative maturity (still, in my 
opinion, falling short of the marks reached by financial and pro- 
duction techniques) is evidenced by two diverse, yet related tend- 
encies: 

1. The new kinds of information now being sought by manage- 
ment from its marketing component. 

2. The assumption in many businesses of component status by 
Research and Development. 

The current degree of maturity in marketing permits manage- 
ment to turn to even greater areas of external uncertainty. For 
instance, we have so far done precious little with the design of 
specific marketing programs to match the peculiar characteristics 
of specific products. We tend to choose marketing plans more on 
past patterns rather than on the marketing situation as it will 
exist. 

Before going further with these rather abstruse arguments, let 
me pause and review for a moment the kinds of information which 
marketing is now prepared to send along to management. This re- 
view will serve to indicate somewhat the degree of maturity which 
we have reached and perhaps help to illuminate where we will be 
going in the future. 

The degree of the maturity of marketing is not the same in any 
two manufacturing industries, of course. I suspect that marketing 
in the pharmaceutical industry lies somewhere toward the mature 
end of the spectrum in many respects—although, perhaps, the 
peculiar nature of our market has kept us in our infancy in other 
respects. 

Marketing and corporate management in general now have 
available a wealth of information about the dollar volume of 
competitive products moving into the retail trade. The amount of 
detail varies by industry and company, of course. It is possible 
through the use of accepted sampling procedures, and without 
tremendous expenditures, to get good estimates with a lag of only 
a month or so timewise. Such information permits ready calcula- 
tion of share of market and trends in share. Further expenditures 
can yield data leading to market shares in sub-markets—both 
geographically and by class of product. 
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We can also now do a good job of removing management un- 
certainty about the unit volume of products moving out of the re- 
tail trade into the hands of the final consumer. Coupling this in- 
formation with measures of movement to retailers permits rough 
judgment of the changes in retail inventory levels. Admittedly, 
one of the biggest holes, however, in our pharmaceutical market 
data about what the market is doing lies in the area of trade in- 
ventories. 

Reaching the point where top management can ask of marketing 
management, ‘‘What is your current share of the market for prod- 
uct ‘X’ and what is the trend of that share?’’ and expect a quick 
and authoritative answer is attaining a certain level of maturity in 
one area of marketing information. 

The next step has also been fairly generally taken. We can 
now answer some questions concerning why a particular firm 
holds the market share it does. In the pharmaceutical industry, 
for instance, we receive a continuous flow of data concerning how 
our products are being used and for what they are being used. Add 
to this information data relating to the relative frequency with 
which the various causes of use arise, and one begins to get a 
reasonably clear picture of market formation and the forces which 
determine the ‘‘Why’’ of product performance. 

Today we can also supply corporate and marketing management 
information on the way in which, and the degree to which, particu- 
lar products are being promoted to customers. Combining this 
sort of data with knowledge of the way in which markets are 
formed, one can now begin to get at knowledge of whether a prod- 
uct’s performance is a function of inherent qualities of the product 
itself or of its marketing. At this point one has reached a second 
level of marketing maturity. 

So far, then, we can measure where our market is, what com- 
petitors and products are in the market with us, how each product 
is doing and something of the reasons for the performance of 
each. A considerable degree of uncertainty in the minds of man- 
agement has been removed and, in my opinion, we have reached a 
point of maturity in the type of information fed to management for 
its decision-making task. 


The Future of a Mature Marketing Technology 


Having reached this point, marketing, it seems to me, is just 
on the threshold of making a real contribution to the improvement 
in the efficiency of a business enterprise. Having cleared away 
the fog of uncertainty for management about these still very 
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elementary questions about the markets being faced, marketing 
must move on to more basic questions. 

A mature marketing component, of course, frees management 
itself to move on to bigger problems of innovation in product 
which it could not do without reasonably mature marketing. This 
is my reason for stating earlier that the ascendency of research 
and development is often evidence of the maturity of marketing. 

I feel that marketing can most advantageously use its maturity 
to push forward in two directions: 

1. Provision of information concerning the optimim product 
for the market as it will exist in the future. 

2. Design of optimum marketing for the market and product 
as these two will exist and will interact. 

When marketing begins to assume these responsibilities, real 
contributions to business efficiency will be in the making. With 
the degree of maturity we now have we can assist greatly in new 
product marketing as it is usually thought of today. This is true 
because we have so far seldom gone beyond the point of taking a 
new product as it happens to occur and fitting it into an existing 
marketing structure. The real task still lies ahead for most of 
us. We need to use our knowledge of market formation and char- 
acteristics to lend direction to research and development in the 
broad sense and to keep marketing flexible enough to match itself 
to the special characteristics of new products and changing mar- 
kets. 

In the mature phase of marketing, I foresee a whole new set of 
trappings. Gone will be the concept of ‘‘Market Research’’ as we 
have known it—such measurements will become routine and an in- 
creasingly minor part of a larger ‘‘Marketing Research’’ function. 
Data-handling problems and statistical techniques are already be- 
coming increasingly complex. Computer simulation of markets 
will become necessary as we learn to define and measure more 
pertinent variables and discover some more of the basic relation- 
ships among them. 

How will these things come about? I believe that they will have 
begun as soon as we stop asking merely ‘‘what’’ the customer is 
doing and delve further into ‘‘why.’’ One can find this subtle 
change in attitude in many different states of development already 
—but the fruition of the change is yet to come in any widespread 
applications of which I am aware. There are indeed significant 
methodological problems to be solved before the question can be 
answered efficiently on any broad basis useful to the selection of 
optimum products and marketing plans. 

One final point in closing. The application of technical market- 
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ing principles almost always starts out to seem expensive relative 
to older methods. One of the problems in entering the mature 
phase of our marketing existence is that the old Law of Diminish- 
ing Returns is still with us and in operation. The achievement of 
any given degree of increase in marketing efficiency is going to 
cost more in the future than it has inthe past. Potential returns 
are still great, however, while potential losses to those who come 
in second best in finding better ways of doing things become 
greater as markets increase in absolute size. Consequently, our 
maturing discipline can expect no less competitive furor than in 
its childhood, and ‘‘coming of age’’ will, surely, bring more ex- 
pensive failures than we have yet experienced. 


| 
4 


4. NEW PRODUCTS—KEYS TO 
CORPORATE GROWTH 


Taylor W. Meloan* 


New products and corporate acquisitions are major ave- 
nues to growth and require a constant stream of new pro- 
posals. The management of new product development re- 
quires careful attention to new product idea sources and to 
methods of appraisal. Most concerns are still experiment- 
ing with organizational procedures and techniques for new 
product evolution. While there is no one best way that 
will fit every firm, intelligent planning, an intense pio- 
neering spirit, and continuity of effort are the key attri- 
butes in achieving success in new product development. 


Importance of New Products 


O phase of marketing management has received greater atten- 
tion in industry during recent years than has new product 
planning, research, and development. The reasons for this stress 
are obvious. In most industries, competitive pressures require a 
constant flow of technologically new goods or improvements in ex- 
isting ones if corporate sales and profits are to be sustained or 
enhanced. In chemicals, metal working machinery, industrial in- 
stallations, and transportation equipment, as examples, new prod- 
ucts have accounted for 40 to 80 per cent of sales increases during 
the past five years. The same is true in many consumer goods 
markets. The drug, cosmetic, photographic, toy, and household 
goods fields have been especially prolific in new product intro- 
ductions in the immediate past. Some relatively small firms have 
blossomed overnight on the basis of a single new development 
that has caught on. 
The current softening of our economy is not likely to result in 
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less emphasis on new products. Indeed, it will probably lead to an 
increase in over-all research and development and more new 
technology as firms continue to scramble for the consumer and/or 
the industrial dollar. There is every reason to believe that the 
Kennedy administration will implement its campaign pledge of in- 
creased government support for ‘‘basic’’ and military research 
from which commercially feasible developments may emerge. 
Thus, it seems logical to assume that over-all R & D budgets, 
which include allocations for new product research in most firms, 
will spurt ahead of the estimated current $10 billion annual total.! 


New Product Batting Averages 


For years we have read that four out of five new products fail. 
This cliche stems from an early postwar study of 200 leading 
packaged goods manufacturers. Since respondents were asked 
about their success with products actually introduced, it is con- 
tended that the failure rate would have been even greater if those 
which never reached the commercialization stage, on which man- 
agement spent considerable time and talent in laboratory, field, 
and office, had also been included in the calculations. * Also, since 
the sample was restricted to large firms, it is often argued that 
the success ratio would have been much less had smaller, and 
presumably less sophisticated firms, been included in the survey. 
However, these are unproven hypotheses that are at least partially 
refuted by later data. In a survey completed in New England in 
1954 of 82 firms making industrial goods, 357 of 515 new products 
introduced during the previous five year period were considered 
to be successful. Of this group, 45 per cent enjoyed sales equal 
to expectations, while 19.5 per cent exceeded projected volume.’ 
Study of new product success ratios in the electronics field have 
produced similar conclusions. 

Success Criteria. In part, these differing ratios stem from 
lack of common norms for defining product success. While sales 
volume and profits are traditional ones, ancillary success criteria 


1. See David Novick, ‘‘What Do We Mean by Research and Development,”’ 
California Management Review (Spring, 1960), pp. 9-14 for a discussion of the 
components of R&D budgets and their non-comparability from firm to firm. 

2. Ross Federal Research Corporation, ‘‘A Survey of 200 Leading Package 
Goods Manufacturers on Experiences and Problems Prevalent in the Introduction 
of a New Product,’’ (New York: Ross Federal Research Corporation, 1945), p. 4. 

3. Wm. B. Martz, ‘‘A Survey of Reasons Behind the Introduction of New Indus- 
trial Products,’’ (Cambridge, Massachusetts: School of Industrial Management, 
Massachusetts Institute of Technology, unpublished manuscript, 1954), p. 37. 
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cited by marketing managers include the following: tapping new 
markets, making other orders possible, absorbing excess capacity, 
providing potential for expansion, reinforcing a firm’s reputation 
as a leader, and reducing returns or complaints about perform- 
ance. A _ high score on one or more of the foregoing criteria 
could result in a new product with a mediocre sales record being 
considered a satisfactory addition to a line. 

Failure Rates in Consumer Versus Industrial Fields. There is 
reason to believe that consumer goods producers often experience 
a higher new product failure rate than do those making industrial 
goods. Generally, there are more distribution variables to con- 
sider in successfully launching new consumer items than is the 
case with industrial products. Furthermore, the extensive pro- 
motional budgets required for many nationally distributed con- 
sumer goods in highly competitive lines create difficult-to-achieve 
breakeven points which are not common in job-order industrial 
fields where limited markets and small volume do not necessarily 
spell failure. Admittedly, however, large research investments in 
technologically new industrial products can lengthen pay-out pe- 
riods unduly, thereby creating situations comparable to those faced 
by new consumer goods in intensely competitive markets. 


New Product Policy Guides 


Although many firms now have written statements covering 
their new product emphasis or objectives, there is considerable 
evidence indicating that these policy guides are frequently so 
broad that they are of limited value in channeling effort. Product 
scope, desirable mix, and profitability criteria are too often in- 
adequately covered. The marketing managers of other concerns 
indicate that written product policy statements are unnecessary 
because of the close rapport among members of the top manage- 
ment team; but, when they give differing replies to questions about 
new product plans, there is obvious reason to question their agree- 
ment. 

Clear Cut Goals Needed. The first and most elementary step 
in achieving new product planning, research, and development 
maturity is to formulate logical accomplishment goals. This im- 
plies a complete audit of company strengths and weaknesses. An 
objective analysis of production capacity, availability of materials, 
adequacy of labor, management talent, and distribution facilities 
provides the basis for future planning. What one firm may rea- 
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sonably expect to accomplish may be a pie-in-the-sky dream for 
another. 

Production and Marketing Fit. In many successful companies, 
the key factor influencing the selection of new products for devel- 
opment and commercialization is the degree to which they fit or 
mesh with the present line. A high degree of production accord 
exists when present plant, labor, equipment, and manufacturing 
processes can be used in making new products. Acceptable ad- 
justment requires minimum additions or alterations in one or 
more of these production categories. Such firms also consider it 
desirable when a contemplated addition to the line can be manu- 
factured with materials and components identical or similar to 
those used in current production. This is the rationale of the Ekco 
Products Company, which is probably best known to most of us 
for its housewares and cutlery. Because of this firm’s production 
know-how with metals, its primary areas of product interest are 
other houseware items and builders’ hardware. 

From a marketing standpoint, new product harmony exists 
when established distribution outlets and sales organizations can 
be used to move a new good or line through the pipelines. Helene 
Curtis Industries, Inc., for example, is interested chiefly in new 
products that may be sold through drug, grocery, department, and 
variety stores—its traditional channels. The possibility of using 
the same service or repair facilities and personnel enhances the 
fit between current products and new ones as does blanket brand 
identification. The recent introduction of the Hoover Company’s 
new floor polisher was facilitated by the firm’s half century image 
as a leader in home cleaning equipment. 

Decisions Depend Upon Objectives. Lack of a high degree of 
production or marketing adjacency between established products 
and contemplated new ones does not necessarily mean that new 
product ideas should be discarded. This decision depends upon a 
firm’s objectives. As the Cheshire Cat commented to Alice (in 
Wonderland), where one goes depends a great deal on where he 
wants to get to. Smoothing out seasonal fluctuations in sales was 
reported to be a prime consideration behind the purchase of the 
assets of the Inserting and Mailing Machine Company by Bell and 
Howell. Textron-American, Inc. has sought to overcome low prof- 
its in the textile field by moving into industries where 20 per cent 
after taxes on net worth may be earned. Virtually all West Coast 
aircraft companies have established commercial products divi- 
sions largely because of short run insecurity over cold war tem- 
perature changes and also the longer run phasing out of military 
air-frame construction. In short, there are many pertinent and 
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often inter-related reasons why firms move into new lines or in- 
dustries.* 

Propagation and Acceptance of Criteria. In most companies, 
including those previously cited, product scope and mix are usual- 
ly determined on the basis of multiple criteria. Regardless of 
what they are, such considerations should be recorded, dissemi- 
nated, understood, promoted, and accepted by all appropriate per- 
sonnel through the intermediate management levels of the enter- 
prise. The establishment of product-line parameters should not 
stifle management imagination, but rather guide it in directions 
designed to maximize the achievement of company objectives. 
Consideration of ideas which clearly fall outside of the boundaries 
that have been set up should require exceptional justification. 

Annual review of product policy statements is desirable to 
make sure that they continue to reflect corporate objectives. If 
they have been carefully drafted initially, only minor changes 
should be needed from time to time in the absence of an abrupt 
shift in management thinking. 


New Product Idea Sources 


Study of a large number of new product case histories fails to 
show any single source of ideas as the most fruitful one. General- 
ly, however, internal sources are cited more often than external 
ones as creative seedbeds. Some companies seem to havea 
dearth of suggestions while others are deluged with them. The 
key factor stimulating the internal flow of ideas appears to be an 
innovationist philosophy which pervades the entire organization. A 
highly motfvated management team in a permissive organization 
that is known to be willing to accept the risks of new product evo- 
lution is almost sure to be more productive of ideas than equally 
competent men in an authoritarian, or ‘‘fat and tired’’ firm that is 
primarily interested in maintaining the status quo. 

In part, however, the number of product ideas available for 
consideration is a function of a firm’s definition of ‘‘newness,’’ 
Concerns that limit product change to minor variations in opera- 
tion, design, color, or packaging are likely to have more ideas to 
consider than those that seek true technological newness. Com- 
panies with well structured R&D facilities and engineering labora- 


4. See Thomas A. Staudt, ‘‘Product Diversification,’’ Harvard Business Re- 
view (November- December, 1954), pp. 122-123 for a list of 43 reasons for divers- 
ification. 
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tories typically get more worthwhile ideas internally than do 
smaller companies that perforce often turn to external sources 
such as customers, raw material suppliers, competitors, firms in 
allied fields, government agencies, consulting organizations, re- 
search institutes, or free lance product analysts. 

Independent Idea Screeners. Organizations that specialize pri- 
marily in generating new product ideas and/or analyzing those 
submitted by outsiders for clients are a relatively new breed of 
business service. Because of the cost and complexity of finding 
worthwhile product ideas, 140 Los Angeles metal products manu- 
facturers of everything from wheelbarrows to missile components 
belong to Associated Specialists, Inc.—a former trade association 
that actively solicits new products for its members.* In Boston, 
the Product Development Corporation screens for its 12 clients 
between 300 and 400 suggestions submitted weekly by outsiders. 
According to PDC, one idea of practical merit can be winnowed 
from every 1,000 submitted.® About two per cent of those re- 
ceived by Associated Specialists are worthy of development. 

Legal Hazards. Use of such outside agencies can mitigate to 
some degree the legal hazard of having a confidential relationship 
thrust upon a company for alleged or actual use of an unsolicited 
idea. Cautious firms that decline to consider unpatented sugges- 
tions from outsiders often return such letters with covering notes 
stating that mail clerks stopped reading when the nature of the 
correspondence became apparent. Other companies return sug- 
gestions with release forms for the signature of those submitting 
ideas. Generally these waivers disclaim liability if the company 
examines the proposal. They specify further that payment shall 
be at the firm’s sole discretion and shall not exceed a stipulated 
amount. The obvious purpose of these steps is to preclude a con- 
fidential relationship developing unless and until agreement is 
reached regarding compensation, if any, for the idea. 

Rather than enter into royalty arrangements with outsiders, 
many companies prefer to buy outright ideas or information which 
interests them, or they may escrow the proposition with a third 
party who is technically qualified to evaluate its merits. In any 
event, most attorneys consider it highly unwise to submit unso- 
licited ideas to a panel or a committee of technical or manage- 
ment personnel for evaluation prior to limiting corporate obliga- 


5. Interview with C. W. Farrar, Executive Secretary, Associated Specialists, 
Inc., Los Angeles, California on December 10, 1960. 

6. Interview with William Donohue, Vice President, Product Development 
Corporation, Boston, Massachusetts on December 18, 1960. 


34 MARKETING: A MATURING DISCIPLINE 


tions to the outsider.” On the other hand, some marketing man- 
agers argue that so few ideas from outsiders have any real merit 
that a critical review of all confidential disclosures can hardly 
put a firm in serious legal danger. This is more likely to be true 
in smaller firms, and especially those making industrial goods, 
than it is with large, well-known manufacturers of consumer prod- 
ucts. Many prominent companies receive hundreds of suggestions 
weekly from outsiders. Without the use of legal safeguards in 
handling them, it is almost a foregone conclusion that certain of 
them would result in lawsuits. 

Advertising for Ideas. A few companies combine their search 
for new products with institutional advertising. A recent Ameri- 
can Machine and Foundry Company display advertisement in the 
Los Angeles Times identified the firm as creators of leisure time 
products for the consumer, and manufacturers of chemical and 
electromechanical equipment for industry and defense. Readers 
were invited to telephone for an appointment to discuss ideas for 
new products that might fit within the marketing and manufacturing 
capabilities of an AM&F division, or that could form the basis for 
an entirely new product line. About 300 replies were received, of 
which 50 merited further consideration. AM&F contemplates re- 
peating this experiment in other cities.® 

New Products by Merger. Companies that seek new products 
or lines via merger also sometimes make known their interest in 
acquisitions by print advertising, especially in business and trade 
publications. Generally, however, they rely on brokers, consult- 
ants, bankers, business friends, and agressive ‘‘scouting’’ for 
leads. For example, The L, A. Young Spring and Wire Company, a 
diversified producer of seats and mattresses, power tail gates, 
dump truck bodies, and electronic equipment, has compiled a 
mailing list of 1,500 influential businessmen and community lead- 
ers around the country who are reminded occasionally of Young’s 
interest in other enterprises.® 

Securing acquisition leads is no less difficult than generating 
ideas for internal development. However, well financed, respected 


7. See Bessie A. Lepper, ‘‘Ideas From Outsiders Can Be Dangerous,’’ Chem- 
ical Week (August 17, 1957), pp. 107-112, and John W. Bohlen, ‘‘Legal Considera- 
tions in Product Development and Introduction,’”’ in Establishing a New Product 
Program (New York: American Management Association, 1958) pp. 30-36. 

8. Interview with Hamilton Herman, Vice President, Research and Develop- 
ment, American Machine & Foundry Company, New York, New York on December 
22, 1960. 

9. Russell B. Robins, ‘‘New Products by Proxy,’’ Marketing’s Role in Scienti- 
fic Management, (Chicago: American Marketing Association, 1957), pp. 74-78. 
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companies that are considered to be merger conscious apparently 
do not lack for candidates from whom to choose. The Glidden 
Company and Purex Corporation are reported to be contacted 
regularly by firms that wish to affiliate with them. While it may 
be presumed that there are many ‘‘cats and dogs’’ among the list, 
well managed, desirable firms are also available for considera- 
tion. Sometimes they favor merger with a larger and stronger 
company in order to secure new capital for continued growth. In 
many other instances, the management of a closely held corpora- 
tion may want to sell out in order to realize a capital gain, or to 
make possible an exchange of stock that has inheritance tax ad- 
vantages. 


Organization for Action 


Regardless of whether a firm expands its line by development 
of products within the firm, through purchase of existing business- 
es or products, or by pursuing an ambidextrous policy, organiza- 
tion for action is necessary. Without motivation, direction, and 
coordination of staff specifically charged with new product respon- 
sibility, it is unlikely that anything will happen. In many firms, 
initial discussions about the desirability of new products have not 
led to the creation of appropriate plans and procedures for inter- 
nal development because executives were too absorbed in day-to- 
day operations. 

New Product Departments. In recognition of the importance of 
new product evolution as a full time activity, more and more firms 
are setting up new product or product planning departments. As 
yet, they rarely exceed four or five managerial members. In fact, 
many of them initially consist of only a director. The key pur- 
poses of these managers and departments are to mesh the gears of 
the new product creation process and to insure continuity of effort. 
Liaison between technical and marketing research and develop- 
ment must be maintained, as well as multidirectional communi- 
cation between staff and line production, finance, and sales per- 
sonnel. Freguently, too, the work of independent design, market- 
ing, or management consultants must be coordinated with that of 
the company. Usually product planning managers report directly 
to top management; common alternatives provide for reporting to 
the president or executive vice president, to the vice president 
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of research and development, or to the vice president of marketing 
or sales,” 

Use of Committees. Because of the inter-functional nature of 
successful new product evolution many companies use one or more 
kinds of committees to facilitate action in addition to or in lieu of 
product planning personnel. In some firms, product idea teams 
plus product screening or evaluation committees have been set up. 
Creative, divergent thinkers are sought for the former groups, 
while the latter committees are usually composed of those with 
analytical, convergent minds who review critically the output of 
the idea teams. In other firms, these functions are performed by 
one committee. It generates ideas of its own, passes judgment on 
those submitted by others within the firm, and reviews suggestions 
from outsiders that have been cleared by the legal department. If 
the company has a product planning department, one or more 
members are usually assigned to each committee. Often the prod- 
uct planning manager is either chairman or secretary of idea 
and/or screening committees. He seeks to establish a creative 
climate and a sense of momentum in their deliberations. This is 
important because committee members usually have day-to-day 
responsibilities that often seem more pressing. Another common 
responsibility of product planning department members who are 
assigned to committees is the maintenance of records about group 
decisions. Such committees may also be chaired by a member of 
general management, marketing management, or by an R&D offi- 
cer. In any event, all of the foregoing areas plus marketing re- 
search, finance, production, and sales are likely tobe represented. 

While the use of committees and/or new product departments 
are the prevailing ways of expediting new product evolution, this 
responsibility is borne in some companies solely by the research 
and development department, by the sales department, or by a 
member of top management, even the president. The Stauffer 
Chemical Company is a successful case in point. The president 
directs all new product activities personally. 

Initial Appraisal. Preliminary screening is an obvious initial 
step in winnowing new product wheat from chaff. Regardless of 
whether it is done by a committee, a department, or an individual, 
experience and judgment are used at this stage far more than 
formal research. If a firm has established its overall objectives 


10. See Jerome E. McCarthy, ‘‘Organization for New Product Development,”’ 
The Journal of Business (April, 1959), pp. 128-132 for a review of new product 
organization structures. 
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and scope of product interest, the delineation of preliminary 
screening criteria should not be too difficult. Ideas are consid- 
ered in the light of these factors. Reference tools largely consist 
of the telephone, knowledgeable people in the firm, and the refer- 
ence library.44_ In many companies, from one hour to two days is 
a common range per idea. Of course, obviously inappropriate 
ones are rejected immediately. 

Feasibility Analyses. Ideas that survive preliminary screening 
are generally subjected next to more detailed technical and mar- 
keting analyses. To facilitate research and inter-departmental 
communications, product proposals are usually prepared at this 
stage describing the idea and its purposes in concrete terms. 
Some companies have forms for this purpose that are quite de- 
tailed. That of Beckman Instruments is eight pages long. Like 
many others, it provides space to record the results of research 
and the estimates of functional specialists about project feasibility. 
A majority of companies use checklists of some sort for this 
purpose. Those that conduct analyses-in-depth commonly include 
sections covering the project cost and time schedule, the target 
date for completion, estimated average return on investment, 
patent possibilities and restrictions, projected sales in dollars 
and units for X years, pricing, product life, the effect, if any, on 
the current line, the competitive situation, manufacturing fit, 
channels of distribution, promotional investment, and a project 
P & L statement or break-even chart. 

Evaluation Formulas. A few companies have experimented with 
numerical formulas or equations to secure a quantitative indica- 
tion of an idea’s worth. They include the Quaker Oats Company, 
Monsanto Chemical Company, Olin Industries, Inc., and American 
Alcolac. In most of these schemes, the rater assigns a point 
score from a specified range to each of a series of product cri- 
teria. In some of them, plus and minus values are used. Others 
require simple mathematical calculations, but they all provide a 
total point score or an index number. Their purpose is to estab- 
lish priorities for developmental consideration. A few firms using 
new product rating systems have scored past projects, successful 
and unsuccessful, as bench marks for comparison. These schemes 
have been controversial. Opponents argue that they are arbitrary 
and lack flexibility. Supporters rebut with the contention that they 
force consideration on an organized basis of all of the key varia- 


11. ‘‘Survey Report: How to Plan New Products’’ The Iron Age, (October 17, 
1957), p. 88. 
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bles influencing product success. They point out also that the 
ratings can be supported or refuted by other data. 

The foregoing implies that all companies conduct a detailed 
study of projects that have survived preliminary screening. This 
is not always the case. Some firms seek only a broad spectrum of 
executive opinion about ideas under consideration. They reserve 
more detailed analysis until the project has been authorized. In 
other companies, the depth of analysis depends largely upon the 
investment in the contemplated product. 

Coordination of the Analysis Phase. Like preliminary screen- 
ing, the analysis phase of new product investigation is coordinated 
in most firms either by a committee, by the new products depart- 
ment, or cooperatively by both. In companies favoring committees, 
the preliminary screening group may also coordinate the feasi- 
bility investigation, In other firms, these activities are kept sep- 
arated. In large concerns with many projects under consideration, 
several teams or sponsor groups may be coordinating feasibility 
studies simultaneously. Team membership depends upon the re- 
search requirements. If the firm has a new products department, 
it is usually represented on each group, and part of the data gath- 
ering is done by that department. Naturally other areas and func- 
tional specialists must be called upon for help. In firms that do 
not rely upon committees and/or new products departments to co- 
ordinate idea analyses, this phase of product evolution will likely 
be directed by a designated member of general management, 
marketing management, sales, or R&D.!* 

When the feasibility investigation is complete, the data must be 
summarized with a recommendation—usually by the executive in 
charge of the research. Often segmental approvals by area heads 
are secured. Then, proposals are examined in toto by the execu- 
tive committee of the firm and/or by the officials in charge of new 
products. They may approve the project, table it, or reject it; or 
they may authorize additional research before a final decision is 
made. 

Acquisition Screening. Organization for action is equally nec- 
essary if a company embarks upon an acquisition program. How- 
ever, the screening arrangements for mergers are usually less 
complex than those required for internal evolution of products. 
The former is often done under the direction of the president, 


12. See James H. Wolter, ‘‘An Evaluation of the Process of New Product Idea 
Evaluation for Consumer Goods,’’ (Bloomington, Indiana: School of Business, 
Indiana University, unpublished manuscript, 1960), pp. 67-107 for a detailed review 
of the preliminary screening and feasibility analysis phases of new product evolu- 
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chairman, or a designated member of top management. Firms 
like the Rockwell Manufacturing Company use extensive evaluation 
check lists, and functional specialists within the firm are called 
upon as needed in the analysis process. Consultants are often 
used too, especially to conduct management audits. Generally, 
attention is given to the candidate’s production facilities, inven- 
tories, finances, market position, and product lines. 


Summing Up 


Most concerns are still experimenting with organizational pro- 
cedures and techniques for new product evolution. There is no 
one best way that will fit every firm. The foregoing approaches 
must be adapted creatively to meet specific company needs and 
Situations. Intelligent planning, an intense pioneering spirit, and 
continuity of effort are the key attributes in achieving success. 
New product planning, research, and development is still in its 
youth, but it is on the threshold of maturity. 


Part Two 


TOWARD MATURITY IN 
MARKETING TECHNOLOGY 


B. Contributions of Mathematics 
to Marketing Management 
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3. MATHEMATICAL MODELS AND 
THINKING IN MARKETING! 


William J. Baumol* 


One of the ways in which electronic computers will begin 
to pay their way in business will be their application to 
the managerial decision making process in marketing. 
While decision making will continue to be the responsi- 
bility of experienced managers, a large number of market- 
ing problems cannot be handled effectively by the unaided 
human intelligence. Two examples from advertising man- 
agement are media selection and measuring the long run 
effects of advertising. Marketing teachers must learn to 
live with the phenomenon of mathematical model building 
because they must be able to teach and make correct use 
of this very powerful tool. 


NE of the phenomena which continues to amaze me is the use 
to which electronic computers are characteristically being 
put in American industry. These extraordinary instruments, 
whose ability to perform subtle and profound calculations has been 
so well publicized, are presently confined almost exclusively to 
the lowliest sorts of bookkeeping operations. Salary and tax cal- 
culations, billings, inventory record keeping and the like—to these 
menial tasks have the mighty thinking machines fallen. The final 
irony is the fact that so many businessmen seem surprised and 
perhaps a little hurt when they find that ‘‘million dollar ma- 
chines,’’ whose time is worth hundreds of dollars per hour, barely 
seem to pay their way when they replace a few low salaried 
clerks! 
I predict that before long the electronic brains will begin to 
earn their keep, indeed to pay hand over fist; but this will only 
occur when they are put to work doing jobs which really come up 


*William J. Baumol, Professor of Economics, Princeton University. 


1. I would like to acknowledge my gratitude to the Ford Foundation whose 
grant to the Department of Economics helped in the completion of this paper. 
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to their capabilities, jobs in which they have some scope for 
rendering services to management. This will occur when they be- 
gin to be used directly as aids in the managerial decision making 
process. 

This is where mathematical models and thinking in marketing 
enter the picture. It is now more than a decade since the tech- 
niques of operations research have come to be applied more or 
less systematically to business problems. Of course, when we 
begin to probe into what is involved, many of us are surprised to 
find that, in the manner of Monsieur Jourdan, we have, without 
knowing it, been using operations of research all our professional 
lives. The question of novelty is beside the point. The fact is 
that there now exists a corps of marketing analysts who have be- 
come habituated to the idea that complex business problems can 
often be attacked with the aid of mathematical techniques. That is 
not to say that all marketing problems can usefully be examined 
mathematically or even that mathematics can give final and com- 
plete answers to any marketing problem. Certainly there is no 
need for marketing management to fear imminent technological 
unemployment. Reasonable and experienced decision makers still 
have to make marketing decisions and they will have to continue 
to do so. 

A very large number of marketing problems really cannot be 
handled effectively by the unaided human intelligence. Particularly 
where a large number of interdependent relationships and deci- 
sions is involved, as occurs so often in marketing, unaided judg- 
ment is likely to go badly astray. In allocating an advertising 
budget among competing media, every contemplated change in the 
amount assigned to one medium requires a reconsideration of the 
expenditures to be made elsewhere. In relocating one retail out- 
let it becomes appropriate to reconsider the location of several 
others nearby, and consequently perhaps to examine the sites of 
their neighbors. Sales territory assignments, warehouse loca- 
tions, product line extensions and many other marketing decisions 
obviously share this characteristic of complexity in interdepend- 
ence and it is easy to show that the number of combinations of as- 
signments that constitute possible decisions in these cases is 
characteristically astronomical. 

Only by specifically formulating objectives to be accomplished 
and specifying the relevant relationships in an explicit mathe- 
matical model is there any hope of bringing order into this chaos 
of possibilities. 

Already, the literature of this sort of approach to marketing 
has grown to sizable proportions. There are books on the tools 
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themselves, on the methods of operations research. Moreover, 
the two most relevant journals, Operations Research and Manage- 
ment Science, abound with reports of actual applications which are 
at least on the periphery of marketing. Areas like inventory con- 
trol in which data are relatively easy to obtain, and where many of 
the relationships are more or less mechanical, have become part 
of the body of classical operations research literature. Even 
relatively intractable problems like advertising decision making 
are showing first signs of yielding slightly to mathematical attack. 

Perhaps it will be helpful to describe very briefly and super- 
ficially two methods of approach to advertising problems in order 
to illustrate the spirit of the analysis. In media selection it is 
frequently standard procedure to specify in advance the composi- 
tion of the audience which one intends to reach. For example, it 
may be desired that two-thirds of the audience have an income 
above $5000 per annum, that half the audience be between ages 21 
and 65, etc. Various media have available the required statistics 
on the characteristics of their readers (or viewers). We can then 
formulate the decision problem as one of reaching the largest pos- 
sible audience of the required composition with the given adver- 
tising money. Put this way it becomes one of the most standard 
of linear programming problems—the maximization of a function 
(audience size) subject to inequality constraints (the budget and 
the required audience composition), One may well question the 
efficacy of the entire approach to media selection; but one thing is 
clear, given the approach (which is actually employed now), linear 
programming can do it better and faster. 

Another attack on advertising decision making has been under- 
taken with the aid of learning theory and Markov chain process 
analysis. Here the formation of consumer attitudes over time is 
represented as a sequence of opinion changes, each with its asso- 
ciated ‘‘transition probabilities.’? The long run effects of adver- 
tising are examined by investigation of the influence of advertising 
on the transition probability figures. If the model is valid, once 
this is done, there are standard mathematical techniques which 
permit straightforward calculation of subsequent developments 
and, in particular, of the long run effects of the advertising outlay 
on consumption patterns. 

Even if mathematical calculation of the sort which has been 
described somewhat oversimplifies and rigidifies the facts, as it 
is admittedly apt to do; it will produce answers which, while not 
really optimal, are sufficiently close to provide a starting point 
from which the businessman can make effective use of his judg- 
ment. That is why marketing teachers and marketing management 
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must learn to live with the phenomenon of mathematical model 
building. They must be able to teach and make use of this very 
powerful tool which, like all powerful tools, is dangerous if mis- 
used. And, incidentally, to return to the point with which I began, 
it is in combination with this tool that I believe the electronic 
brains will be able to come into their own in business use. 
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6. AN INVESTIGATION OF 
MARKETING MODELS 


William Lazer* 


As marketing makes more and more use of the behavioral 
sciences and quantitative methods, models and systems will 
play an increasingly important role in marketing manage- 
ment and in the generation of new theories. Of the many 
types of models, goal models and systems models seem to 
have the most meaning to marketing; of these, the systems 
model is preferred. If we are to develop useful marketing 
models, certain criteria for model building should be met. 
Marketing models, when constructed properly, should prove 
helpful in problem solving, in prediction, and in the de- 
velopment of theory. Although the current level of model 
building in marketing is low, there is reason to believe it 
will become much more sophisticated as marketing contin- 
ves to mature. 


Introduction 


believe that it is widely agreed that among the major thrusts in 

the current development and extension of marketing knowledge 
and science are the use of behavioral sciences and quantitative 
methods. It is no mere coincidence that both make frequent ref- 
erence to two concepts: models and systems. Models and sys- 
tems have become powerful and prestigious tools. 

Models and systems, as concepts, have relevance to such sig- 
nificant marketing problems as: (1) providing new methods and 
perspectives for problem-solving, (2) conducting marketing re- 
search, (3) developing marketing theories, (4) measuring and im- 
proving the effectiveness of marketing programs, and (5) enriching 
the marketing language by introducing terms that reflect an oper- 
ational viewpoint and orientation. 


*William Lazer, Associate Professor of Marketing, Michigan State University. 


1. See Paul Meadows, ‘‘Models, Systems and Science,’’ American Sociological 
Review, Vol. 22, No. 1, February 1957, p, 3. 
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Though they may not be recognized as such, marketing models 
are fairly widely applied by both practitioners and academicians. 
The use of analogies, constructs, verbal descriptions of systems, 
‘‘idealizations’’ and graphic representations are quite widespread 
in marketing. For example, pricing models, sales forecasting 
models, physical distribution models, models of marketing insti- 
tutions, and advertising models are useful marketing tools. 


Scope of Marketing Models 


‘*‘The formulation of a model consists of conceptually marking 
off a perceptual complex.’’? A marketing model is usually a sym- 
bolic description of a phenomenon from which we have deduced 
observable characteristics. For example, an internally consistent 
set of statements concerning wholesaling, advertising, merchan- 
dising or pricing, comprises a model, It relates in a logical man- 
ner certain constructs or axioms that are envisaged. 

It should be clear that models are really the bases for mar- 
keting theories. The axioms or assumptions on which marketing 
theories are founded are models. They furnish the underlying 
realities for theory construction. Where the perceived relation- 
ships are expressed in mathematical terms we have a mathemati- 
cal model. In this sense, then, any consistent set of mathematical 
statements about some aspect of marketing can be regarded as a 
marketing model. 

All marketing models are based on suppositions or assump- 
tions. These assumptions do not correspond exactly with the real 
marketing world. Usually they are employed to simplify an 
existing marketing situation. Therefore, mathematical models 
cannot depict marketing activities exactly. Moreover, mathe- 
matical models, however precise, do not correct themselves for 
false assumptions, 


Construction of Models 


We might ask ourselves the question, how are models con- 
structed? Essentially there are two approaches to building mar- 
keting models: 1) the process of model building by abstraction; 
2) model building by realization. 

In abstraction, a real world situation is perceived and itis 


2. Jbid.,p.4 and J. M. Beshers, ‘‘Models and Theory Construction,’’ American 
Sociological Review, Vol, 22, No. 1, February 1957, p. 33. 
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mapped into a model. If it is mapped into a mathematical system, 
a mathematical model results. 

The model builder, in abstraction, must perceive of a market- 
ing situation in such a way that he recognizes existing relation- 
ships among a number of variables. He must be able to state 
these associations fairly succinctly and clearly. The relationships 
may then be quantified and the basis for the establishment of a 
mathematical model is obtained. Once the mathematical model is 
determined, it may be applied in the real world, Feedback will 
then result and will provide the basis fora further alteration of the 
quantified relationships, It will lead to a refinement and improve- 
ment of the mathematical model. 

In realization, this process of model building is reversed. The 
model builder starts with a consideration of a logically consistent 
conceptual system and views some aspect of the real world as the 
model of the system. Thus, in realization, an abstract model is 
derived from a set of logically consistent statements, it is then 
compared with the real world to see whether model phenomena 
actually exist and through feedback and adjustment greater con- 
gruency with the real world is achieved. 


Classification of Marketing Models 


It is difficult to classify marketing models since there are so 
many dimensions and distinguishing characteristics that may be 
used as criteria for classification. Mathematicians, for instance, 
might classify marketing models according to the type of equations 
used. They could distinguish among algebraic, difference equa- 
tion, differential equation, and mixed difference and differential 
equation models. Physical models can be distinguished from ab- 
stract models. Loose verbal models may be contrasted with pre- 
cise mathematical models.* Models that take into consideration 
the time dimensions, dynamic models, are distinguished from 
static models. Deterministic models are differentiated from 
stochastic models (models in which some of the variables are 
random factors and cannot be completely determined). Micro and 
macro marketing models exist as do linear and nonlinear models, 
Perhaps one of the most meaningful distinctions from a marketing 
point of view is that of goal models and systems models. 


3. This breakdown is taken from an unpublished paper prepared by Dr. Paul 
Craig, at the Institute of Basic Mathematics for application to Business, sponsored 
by the Ford Foundation at Harvard during 1959-1960. The actual classification of 
models was suggested by Dr. Samuel Goldberg. 
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Systems and Goal Models 


The difference between goal and systems models has been dis- 
cussed in the behavioral science literature. A goal model some- 
times called a task or end-means model starts with a marketing 
task to be achieved. For instance it focuses on a particular mar- 
keting goal and the uses of company resources to achieve it as 
efficiently as possible. It is the achievement of this goal, and not 
necessarily corporate goals that becomes important. Thus the 
goal model does not lend itself to a representation of a multifunc- 
tional unit. 

The marketing department, for example, is not viewed as being 
comprised of a number of different departments with possible 
conflicting goals but rather as one overall unit with a major goal. 
The implication here is that if we increase the marketing means 
we thereby increase our effectiveness in achieving the marketing 
goal. In this model, the effectiveness of the marketing department 
is measured by the devotion to the achievement of marketing 
goals. Although the goal model is useful it seems to be quite 
utopian and unrealistic. 

In the systems model, the starting point is nota goal. The 
starting point is the model of a total functioning system: a system 
capable of achieving goals. The systems model recognizes that 
there can be many conflicting objectives within an organization 
and that concessions must be made. In this model the multifunc- 
tional units involved in achieving marketing goals are recognized. 
This model also, considers the fact that some means must be 
allocated to non-goal directed efforts, such as the resources nec- 
essary to maintain the marketing organization itself. The main 
consideration, given certain marketing conditions and resources, 
becomes: how can they be programmed to achieve the optimum 
position for the total business system. 

The systems model is generally a better model for marketing 
management than is a goal model. It is the model that the opera- 
tions researcher often uses when he perceives of a business or 
some part of it as a total system of action. The operations re- 
searcher plans the optimal use of resources in terms of the 
achievement of the total system. The systems approach to mar- 
keting is now appearing in the literature.* 


4. See William Lazer and Eugene J. Kelley, ‘‘Interdisciplinary Contributions 
to Marketing Management,’’ Bureau of Business and Economic Research, Michigan 
State University, 1959; William Lazer, ‘‘Transportation Management: A Systems 
Approach,’’ Distribution Age, September 1960, and John Magee, ‘‘Operations Re- 
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Models and Marketing Theory 


The terms models and theories are often used interchangeably. 
An interesting and useful distinction for marketing can be drawn 
from an idea expressed by Coombs, Raiffa and Thrall in a book 
titled, ‘‘Decision Processes.’”® They state that, ‘‘A model is not 
itself a theory; it is only an available or possible or potential 
theory until a segment of the real world has been mapped into it. 
Then the model becomes a theory about the real world.’® Asa 
theory, a marketing model can be accepted or rejected on the ba- 
sis of how well it actually works. The actual model itself, how- 
ever, is right or wrong on logical grounds only. 

One can distinguish between models and theories by consider- 
ing marketing research techniques. A stipulated technique for 
marketing measurement, for example, may be called a model. It 
need only be internally consistent. It is a potential marketing 
theory. When data are measured by the technique and are mapped 
into it, then the model becomes a theory about the marketing data. 
The resulting theory may be a good one or a poor one. 

The relationship between marketing models, theories and hy- 
potheses now follows directly. Within a theoretical framework, 
we are able to test certain hypotheses. However, the assumptions 
of a marketing model per se need not be subjected to tests. Hy- 
potheses on the other hand should be tested. It should be noted 
that assumptions in one model may be hypotheses in another. 


Criteria for Models Building 


If marketing models are to be effective, what are some of the 
criteria they should meet. 


1, Marketing models should have the ability to generate solu- 
tions to marketing problems, It is in this context that linear pro- 
gramming models and certain inventory models excel. 

2. Marketing models should facilitate the performance of de- 
cision processes. That is, they should enable us to understand 
and improve such marketing processes as pricing, advertising, 
and merchandising as well as the research process of formulation 
of hypotheses, collecting data and analyzing data. 


search in Making Marketing Decisions,’’ Journal of Marketing. October, 1960. 

5. See R.M. Thrall, C.H. Coombs and R. L. Davis, (eds.) Decision Processes, 
John Wiley and Sons, Inc., New York, 1954. 

6. Ibid., pp. 25-26. 
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3. Marketing models should be plausible models. They should 
to a large extent be congruent with real marketing situations and 
the data they represent. 

4. Mathematical models used should be solvable. It is ob- 
viously preferable to build a model for which algorithms exist and 
some maximum or minimum solution can be obtained. 

5. Marketing models should limit the number of variables built 
into the model. As few variables should be used as seems rea- 
sonable, Complex models which would lead to better alignment 
with the real world can also result in little or no assistance in 
problem solving. 

6. Clarity and consistency are required among marketing as- 
sumptions used in the models. The necessity for internal con- 
sistency of assumptions was referred to in the discussion of 
model building. 


Use of Models 


Five major uses for models in marketing are suggested. 


1. Marketing models provide a frame of reference for solving 
marketing problems. They suggest fruitful iines of inquiry and 
existing information gaps. Marketing models do this partly by 
playing a descriptive role. 

2. Marketing models may also play an explicative role. As 
such, models are more than simple metaphors, They attempt to 
explain relationships and reactions, 

3. Marketing models are also great aids in making predictions. 
For instance, in answer to the question of why models should be 
used, Bross explains that, ‘‘The real answer to this question is 
that the procedure has been followed in the development of the 
most successful predicting systems so far produced, the predict- 
ing systems used in science.’” Marketing practitioners and 
scientists wish to predict. For example, in marketing various 
types of sales forecasting models and inventory models are em- 
ployed. 

4, Merketing models can be useful in theory construction. 
Formulators of marketing models may hypothesize about various 
aspects of marketing as they might exist. Thereby, we have 
‘‘reality’’ as it is hypothesized; this often forms the basis for fer- 
tile theories. 


7. Irwin D. J. Bross, Design For Decision, The MacMillan Company, New 
York, p. 169. 
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5. Marketing models may stimulate the generation of hypothe- 
ses which can then be tested. Thereby, they further the applica- 
tion of the scientific method in marketing research and the exten- 
sion of marketing knowledge. 


Concluding Observations 


I would like to close with a few general observations. It seems 
that the utility of a marketing model is a function of the level of 
generalization the model achieves and the degree of reality it por- 
trays. Symbolization may be used in model building to achieve 
greater internal consistency and more correspondence with real- 
ity. The greater the level of symbolization, and the fewer the re- 
strictions, the more adequate and more generally applicable is the 
model. 

For example, it is true that linear programming models rep- 
resenting a factory and warehousing complex are more abstract, 
more general, and more valuable, than are mere iconic models 
representing the same complex. However, it may well be that 
linear programming models are by no means more popular. 

All marketing models are based on simplifications and ab- 
stractions. Only by making assumptions is a model molded to fit 
reality. However, sometimes the reality beyond the boundaries of 
the model is much greater than the reality within the boundaries, 
The model then becomes severely limited by the assumptions on 
which it is based. 

The current level of model building in marketing is not a very 
sophisticated one. For example, it cannot compare favorably with 
the level of model building in the physical or biological sciences. 
As marketing science matures, however, it will use an increasing 
number of models and will develop more complex models that 
have broader application. 

Models are potent tools in the development of marketing sci- 
ence. As various areas of marketing are opened up for intensive 
research and study, new models will be generated. They will 
identify important marketing factors, examine their relevance and 
significance, assess the existing relationships, and develop more 
useful and realistic marketing theories. I believe that sophisti- 
cated mathematical models will enjoy a prominent place in the fu- 
ture development of marketing as a mature discipline. 


Part Two 


TOWARD MATURITY IN 
MARKETING TECHNOLOGY 


C. Sales Management Decision 
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7. UNIVAC GAMES FOR MARKETING 
EDUCATION! 


Burt Nanus* 


Management games have come of age. They are proving to 
be of special value in marketing management education 
where involvement and a sense of constant change are im- 
portant. The Remington Rand UNIVAC Marketing Manage- 
ment Simulation enables participants to make periodic, 
strategic decisions in the areas of sales personnel adminis- 
tration, pricing, advertising and sales promotion, stock 
maintenance, and market research. Precise budgeting and 
a balanced program are required for successful play. Exam- 
ples of successful use of the UNIVAC games are included. 


ANAGEMENT games have come of age. Only two short years 

ago, one could have counted the number of games being used 

for educational purposes on the fingers of one hand. Furthermore, 

these early models were generally oriented to top management 

problems rather than to a specific functional area such as market- 
ing. 

How different it is today! Of the more than one hundred games 
which are currently being used throughout the world, perhaps half 
are suitable for illustrating principles in marketing and, of these, 
at least a dozen were designed exclusively for marketing educa- 
tion. This paper will discuss the work of one organization in the 
field of management games and will describe what was probably 
the first game built exclusively for the area of marketing. Several 
other excellent marketing games exist and have been described 
by others at this Conference. 


*Burt Nanus, Manager, Advanced Techniques, Customer Educational Services, 
Remington Rand UNIVAC, 


1. Certain sections of this paper appear in a book entitled ‘‘Management 
Games”’ by Joel M. Kibbee, Clifford J. Craft and Burt Nanus, soon to be released 
by the Reinhold Publishing Company, and are reprinted by permission of the pub- 
lisher. 
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Why Games Are Used in Marketing 


When it was introduced over thirty years ago, the case study 
method was recognized as valuable for focusing upon the way con- 
siderations in various decision areas interact with each other. It 
became popular because of its ability to challenge and involve the 
student in the learning experience in much the same way that a 
debate stimulates thoughtful discussion and an appreciation of 
alternate points of view. However, a case is also like a debate in 
that it does not permit the student to experiment with his analysis 
of a given situation or to learn anything about the critical elements 
in implementation of policy such as timing, coordination with 
other decision-makers and control. Regardless of any shortcom- 
ings the management games approach might have, its strengths 
are precisely in these areas in which the case study is weak. At 
the same time, a game does not sacrifice the case study’s ability 
to focus upon the interaction of decision areas; and it actually in- 
creases the involvement and free discussion of students. 

There are many principles of marketing for which a properly 
used management game is a superior pedagogical tool. There is 
no more forceful way to demonstrate the problems associated with 
constantly changing and competitive economy. The student must 
continually align his own strategies with those of equally sophisti- 
cated competitors while, at the same time, trying to forecast sea- 
sonal and long range consumer trends. Balance is of the essence 
—balance between short and long range objectives, between the 
needs of one marketing region and those of another, between the 
various demands for funds, and between the time which the policy - 
maker can spend on planning versus action. 

Games can teach the marketing student how to benefit from 
market research information or, as one academician put it, ‘‘how 
to learn from experience.’’ They can teach him how the policy- 
maker formulates objectives, from which he derives strategies 
and designs controls to measure progress. They can give him the 
opportunity to establish and test a plan for launching a new prod- 
uct, or for establishing and supporting a new price structure on an 
existing product. 

A game is a group process and allows the student to learn the 
importance of organization, coordination and communications as 
they affect marketing performance. On the purely personal level, 
however, a game gives the participant the opportunity to analyze 
his own decision-making process under as much time pressure, 
uncertainty or incompleteness of information as the instructor 
wishes to impose upon him. Finally, the value of decision-assist- 
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ing tools, such as budgets, forecasts, key ratios, breakeven analy- 
ses, and trend charts, are illustrated in a way that cannot be ap- 
proached by any static exercise. 


The Remington Rand UNIVAC Marketing 
Management Game 


To really appreciate the various ways in which a management 
game can be used effectively in marketing education, it is neces- 
sary to be familiar with the details of at least one such model. 
The game which will be described in this section is one of the 
most successful to date, and has been widely used by a number of 
prominent universities, professional associations and corporations. 

The Remington Rand Marketing Management Simulation ex- 
plores in depth the problems of a marketing department selling a 
single product in three geographical regions. Each ‘‘firm’’ is in 
direct competition with several other similar firms for both cus- 
tomers and salesmen, The participants assume operation on Jan- 
uary lst after being informed that they have been called in to run 
a mew division which Management has established to exploit a 
relatively new product that has been inadequately handled under an 
older division. Accordingly, Management has established no im- 
mediate restrictions on expenditures so that the new marketing 
managers will not fear making some early investment if this 
seems to be the best way to optimize their long run financial posi- 
tion. On the other hand, after the new marketing managers have 
gathered about a year or so of operating experience, they are ex- 
pected to justify their decisions and performance to a ‘‘Board of 
Directors.’’ Therefore, sound budgeting is a critical job of the 
participants, 

The product is defined only as an item sold directly to the con- 
sumer by commissioned salesmen for about $65. A monthly fore- 
cast based upon the sales of the product obsoleted by the new item 
is provided. However, this can only convey some feeling for sea- 
sonality and regional distribution of sales since the actual quantity 
sold by the division in a given month depends upon both its per- 
formance relative to competitors and the activities of the industry 
as a whole. The product intentionally bears no resemblance to 
any particular consumer good in order that the exercise shall be 
suitable for a wide range of participants with assurance that they 
all will start with equal product information and will end without 
retaining mistaken impressions about how to market a specific 
product. Of course, this also eliminates the difficulty and expense 
of attempting to simulate exact market response to a specific 
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product. It would be no easy matter, for example, to obtain data 
on how many additional cameras will be sold in the East from an 
increase in the national advertising budget of a given firm from 
$13,000 to $15,000 in the month of February. 

In operating their division from month to month, participants 
make decisions in the areas of sales personnel administration, 
product pricing, advertising and sales promotion, stock main- 
tenance and marketing research. 


Sales Personnel Administration. Each division starts the 
game with thirty-six salesmen distributed among its three mar- 
keting regions. Each salesman receives the same nominal base 
salary which is augmented by a percentage of gross sales. This 
commission rate, which is set quarterly and need not be the same 
in all regions, is one means by which the Marketing Management 
san motivate and increase the productivity of their salesmen, 
Another method of increasing the effectiveness of the salesmen is 
by training them. This game is unique in that both training and 
experience contribute to a numerical index of average efficiency 
which is used to compare the quality of the sales staffs of the 
competing companies. 

It is also possible for the participants to make other decisions 
in the area of sales personnel administration. They may decide to 
transfer present salesmen between regions or to hire others, If 
they decide to increase their staffs, they have two alternatives: 
hiring an inexperienced man ‘‘off the street’’ or pirating a trained 
man from a competitor. In the former case, the new man lowers 
the average efficiency of the entire staff. On the other hand, it 
costs more to get a trained man and there is no guarantee that 
one will be available. In order for a man to be hired away from a 
competitor, the requesting firm must offer a greater average 
take-home pay to its salesmen in that region and the man to be 
hired must bring with him a higher efficiency than the average of 
the requesting firm. 

Product Pricing. Participants have the opportunity to set the 
price for their product in each region monthly. Of course, the 
price need not be the same in each region. Price stability is en- 
couraged by introducing a greater resistance in the first month of 
a price rise than will be experienced later and a certain ‘‘sticki- 
ness’’ in realizing the full effects of a price cut. 

Advertising and Sales Promotion. ‘tach month the Marketing 
Management of each firm can contract for various sizes of adver- 
tising packages, Expenditures can be allocated between short- and 
long-range advertising and between national and local advertising. 
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Long-range advertising produces a somewhat greater return per 
dollar spent, as does national advertising, but severely unbal- 
anced programs are penalized. 

Stock Maintenance. It is necessary for each firm to forecast 
sales and order sufficient finished goods from a centrally located 
factory to be shipped to the regional warehouses. This requires 
one month. Because of the seasonality of the demand, it is often 
essential to plan several months in advance. A premium in the 
form of lower cost of goods sold is provided for leveling produc- 
tion requests. If a firm finds it is running out of goods in a given 
region, it can trans-ship from another region with no delay. Stor- 
age of goods in the regional warehouses carries with it a charge of 
two per cent of cost per month (or less than one per cent of selling 
price). Despite all these attempts to de-emphasize somewhat the 
production aspects of the model, it frequently happens that partici- 
pants who have spent great sums to build up customer demand 
through advertising, increased sales force effectiveness, and so 
forth cannot meet the demands they have created. Stockouts are 
extremely costly since lost sales are not carried forward and 
‘‘major’’ stockouts (defined as those exceeding 10 per cent of de- 
mand) are penalized with an additional factor of customer ‘‘bad 
will’’ which persists for several periods. It is quite revealing to 
see seasoned sales executives suddenly realize that they have 
been operating their departments for so many wears on an arti- 
ficially shortened month-to-month crisis basis, when a longer 
time scale for planning carries much greater profit opportunities. 
All of a sudden, the forest comes into much clearer focus than the 
trees. 

Marketing Research. As in real life, certain information 
about competitors, such as product pricing and quarterly net prof- 
its, are freely available. Other information requires some inves- 
tigation and may be purchased. In the Marketing Management 
Simulation, participants may purchase any or none of three differ- 
ent market research reports which give information concerning 
the policies of all companies in the areas of advertising, sales 
personnel effectiveness, and share of market. It is interesting to 
note that some teams have declared this information useless while 
others, who may have been more ingenious in correlating and 
analyzing data, were able to extract important hints concerning 
market characteristics and trends, 

The above decisions are entered in the highly codified decision 
form shown in Exhibit 1. The decisions for all teams are then 
entered directly into the UNIVAC I or I] Computer. All calcula- 
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REMINGTON RAND UNIVAC 
Marketing Management Simulation | 


DECISION FORM | 
Company Initial O 


Month Number 


PRICE FOR THE COMING MONTH east (JC) ; 
South OO 
west 

MARKET RESEARCH 

Competitive Data Required in the Indicated Areas Personnel is) | 

Advertising 
Performance wo 1 
PERSONNEL ADMINISTRATION: East South West 
Hire Experienced Man Only 
Hire Best Men Available oO I 
Assign Men to Training School 
Terminate Men WD 2 
Transfer From East to C) B \ 
South to oO 
West to 
e(change Only on Periods 01-04.07-10) OO OO 
ADVERTISING AND SALES PROMOTION National East South West : 
1. $3,000 4. $15,000 One Month 
2. 6,000 5. 20,000 “ 
3. 9,000 6. 25,000 Three Month 
SHIPPING (300 UNITS CARLOAD) East South West 
Carloads From Factory to: CJ 
If You Wish to Trans-Ship 4 
Trans-Ship Carloads From East to ia 
South to 
West to 
NOTE: Print zeros in all non-pertinent entries 
Fig. 1 
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tions are performed in about two and a half minutes and the final 
reports are printed off-line at 600 lines per minute using a six- 
ply form. When the participants are located near the machine, 
each one can have a full set of reports on the results of his com- 
pany’s decisions during the previous month less than twleve min- 
utes after the decisions were handed in. Exhibit 2 shows a typical 
monthly report form. It happens to be the one received by the 
‘‘De-Lite Corporation,’’ one of five teams in an internal Manage- 
ment Development Decision-Making Workshop held in January, 
1960 for Canadian executives. Exhibit 3 shows three market re- 
search reports for the month of December which might have been 
purchased by this ‘‘De-Lite Corporation.’’ 


Some Experiences With the Marketing 
Management Simulation 


This game was first used as part of a course in Marketing 
Management under Drs. Alexander and Shuckman at the Columbia 
University Graduate School of Business in Spring, 1959. It was 
played with seven teams of second year graduate students meet- 
ing once each week to analyze previous decisions and make new 
ones. This mode of play, often called ‘‘discontinuous,’’ has be- 
come very popular where computer availability is a problem, or 
where the nature of the course material is such that the partici- 
pants can meet for only a few hours each week over a period of 
several months. It affords the opportunity for much more pene- 
trating analysis by the participants, allows the instructor to leis- 
urely develop each area of his course with readings and lectures, 
and is relatively inexpensive to conduct. As at Columbia, the 
students frequently get so absorbed that they are willing to spend 
several hours of their own time each week to get a competitive 
edge. 

Shortly after the Columbia run, the exercise was administered 
for the National Sales Executives at Syracuse University where a 
two year development course is provided for top marketing man- 
agement. The course participants were uniformly enthusiastic 
and the game has become a regular part of the course since that 
time. 

Among the other universities which have used this marketing 
game are the Harvard Business School, the University of Chicago, 
Cornell University, the University of Alabama, Brooklyn Poly- 
technical Institute, the University of Minnesota and the University 
of Cincinnati. It has also been played by a large number of middle 
and top executives at meetings of professional societies such as 
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REMINGTON RAND UNIVAC 
SALES MANAGEMENT AND MARKETING SIMULATION 
UNIVAC SERVICE CENTER - TORONTO JAN, 1960 


DE-LITE CORP PERIOD 12 
NET $ 42 418 
ACCUM NET $ 274 909 


ACTIVITY REPORT Eastern Region Southern Region Western Region 
Total Unit Total Unit Total Unit 
Opening Inventory 3,755 30.81 4,185 31.12 4,199 30.99 
Sales 2,102 1,375 1,859 
Stock-Outs 
Received Last Day 2,700 30.00 2,400 30.00 2,700 30.00 
Opening New Month 4,353 30.30 5,210 30.60 5,040 30.45 
COST ANALYSIS ON SALES OF - 2,102 Units 1,375 Units 1,859 Units 
Sales Revenue $ 134,528 64.00 88 000 64.00 118,976 64.00 
Cost of Goods Sold 64,763 30.81 42,790 31.12 57,610 30.99 
Shipping Costs 5,400 2.56 4,800 3.49 5,400 2.90 
Carrying Costs 1,666 -79 2,176 1.58 2,026 1.08 
Advertising Costs 
Local 6,000 2.85 6,000 4.36 6,000 3.22 
National-Pro Rata 13,889 6.60 13,889 10.10 13,889 7.47 
Market Research 0 0 0 0 0 0 
Personnel Charges 0 0 0 0 0 0 
Salaries and Exp 10,350 4.92 6,750 4.90 8,550 4.59 
Total Commissions 10,762 5.11 7,040 5.12 9,518 5.11 
Net Profit - Month 21,777 10.36 4,579 3.33 16,062 8.64 
PERSONNEL REPORT Pers Avg Eff Pers Avg Eff Pers Avg Eff 
Opening Total 23 11.5 15 10.5 19 12.8 
In Training 0 - 0 - 0 - 
Active Selling 23 - 15 - 19 - 
New Hires 0 - 0 - 0 - 
Resignations 0 - 0 - 0 - 
Terminations 0 - 0 - 0 - 
Transfers In 0 - 0 0 
Transfers Out 0 ‘- 0 - 0 - 
Opening New Month 23 ri Ba 15 10.7 19 13.0 
Commission Rate 8% 8% 8% 
ADVERTISING BUDGETED 
NEXT MONTH 
Local 3,000 3,000 3,000 
National 2,778 2,778 2,778 
PERFORMANCE 
Share of Market 17.4% 18.1% 16.8% 
Total Market 12,080 Units 7,595 Units 11,065 Units 


Fig. 2 
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the American Marketing Association, the Society for the Advance- 
ment of Management, American Institute of Industrial Engineers, 
National Sales Executives, National Industrial Distributors’ Asso- 
ciation, and many others. Of course, it has been used internally 
for marketing management development in such companies as 
Sylvania, Carborundum, Pittsburgh Plate Glass and Sperry Rand. 
All in all, several thousand executives and students have partici- 
pated in connection with a myriad of different types of courses 
and under widely varying circumstances, 

One play, for the field sales management of the Sylvania Photo- 
lamp Division, took place in Miami Beach, Florida while the proc- 
essing was handled 1500 miles away in Camillus, New York. Six 
months later, a district sales manager still recalled the game as 
‘fone of the finest things I have ever participated in,’’ This and 
other long distance plays proved that telephone communication of 
decision and results is possible and does not seriously diminish 
the value of the exercise. However, such a method should be used 
only as a last resort since it is expensive and requires a great 
deal of prior planning, scheduling and coordination which is not 
necessary for an on-site or discontinuous play. 

The conventional way of using a management game is to con- 
duct a briefing session of about 45 minutes followed by an hour or 
so of preparation and organization for play. A certain number of 
overating periods are then simulated, requiring perhaps three to 
four hours, after which a more or less detailed critique session 
is held. Remington Rand has attempted several variations of this 
basic mode. In internal plays, participants operate six months on 
the first day of a week-long development course and then resume 
the play on the fourth day after a series of lectures, case studies, 
discussions and workshops. In this way, interest is maintained at 
a high level throughout the course and the participants have a 
chance to experiment with various proposed techniques ina safe 
environment. Another group in a week-long seminar achieved the 
same purpose by threading the game through it—one set of deci- 
sions each morning and afternoon for a total of ten. In still anoth- 
er case, a personnel problem was deliberately introduced into 
play by shifting one team member to another team after the first 
six months of operation. This situation, which simulates an exec- 
utive leaving a company to go with a competitor, frequently caused 
a complete reorganization of the team and the establishment of 
new strategies and controls. Finally, it has proved of value in 
followup sessions with groups who have previously played the 
game to divide them into teams and give them the full decisions 
and reports for twelve months of operation of a play held by 
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another group. Each team is now a management consulting firm 
called in by the ‘‘Board of Directors’’ to use their own experience 
to analyze the decisions of another group and come up with rec- 
ommendations for the coming year. This is a form of case study 
which reinforces the original lessons and is very simple to ad- 
minister. Many other variations are possible to suit specific edu- 
cational needs, including the replacement of existing parameters 
by those more nearly simulating a specific industry. 


Other UNIVAC Games for Marketing Education 


A number of other very useful marketing games have been 
built for a variety of electronic data processing systems, It is not 
the purpose of this paper to discuss them, but it would seem in- 
appropriate to omit mention of some of the other games which 
exist on UNIVAC computers, 

Remington Rand’s Manufacturing Management Simulation was 
constructed to provide an exercise in purchasing, production and 
distribution for students in manufacturing, but it has proved useful 
for marketing staff specialists who have to coordinate with these 
functions, The University of Chicago, in addition to programming 
the U.C.L.A. game for the UNIVAC I, is currently developing a 
model of international marketing for the same machine, The Uni- 
versity of Pennsylvania and Westinghouse are two other UNIVAC 
users who have built games—both in the area of top management, 
although the former may be easily modified to focus exclusively 
upon marketing problems, In the area of specific product simula- 
tions, the University of Oklahoma is using an Integrated Petroleum 
Economy Game on its UNIVAC 1105 Scientific Computer. 

Remington Rand is firmly convinced that management games 
will make an increasingly important contribution to business edu- 
cation, It is likely that there will be a great number of games, 
each tailored to a specific educational need. The role of the com- 
puter in these exercises in providing for the necessary degree of 
complexity and flexibility while permitting speed and accuracy of 
computation has been proven. For this reason, the company’s re- 
search into this area will continue. However, it remains the task 
of the business educator to develop and validate the technique and 
to utilize it so as to obtain maximum benefit. As with many new 
tools, the technology is currently far ahead of the application. The 
next big step in the utilization of management games must come 
from the user rather than from the game designer. The computer 
industry certainly encourages the use of any technique which 
promises to improve managerial decision-making, and is anxious 
to cooperate with educators and organizations which share com- 
mon goals. 


8. MARKETING SIMULATIONS 
PROBLEMS AND PROSPECTS! 


Paul S. Greenlaw* 


In four years' time, business games have gained wide-spread 
popularity. Management simulations, including those de- 
signed especially for marketing and those developed for 
top management or other functional areas, are proving to 
be very helpful in marketing education. Gaming enables 
the student to experience a totality, to apply quantitative 
tools, and to gain empathy through role reversal. Games 
can be used to reach several educational objectives: but 
simulations will prove to be of lasting value only if partic- 
ipants learn what it is desired they learn from the play of 
games. Unfortunately, to date, little is known about the 
kinds of learning actually fostered by games. It now seems 
appropriate to ask: "Just what do business games teach?" 


ROBABLY no other approach to education for business has 

gained such widespread popularity in such a relatively short 
period of time as business gaming. Since the American Manage- 
ment Association announced the development of the first practica- 
ble business game in 1957, its Top Management Decision Simula- 
tion, more than one hundred other simulations have been designed 
and employed for a wide variety of educational purposes. Games 
oriented both to top-level decision-making, and to decision making 
in such functional areas of management as marketing, procuction 
control, inventory control, finance, and personnel are now in 
existence. The simulation approach is being widely employed to- 
day in undergraduate and graduate university courses, in univer- 
sity sponsored executive development programs, and for in-com- 
pany management training purposes. 

Of special interest to us today are the many simulations which 


*Paul S. Greenlaw, Assistant Professor of Management, The Pennsylvania 
State University. 


1. Portions of this paper are drawn from a forthcoming book on business gam- 
ing by the author, Dean Lowell W. Herron and Professor Richard H. Rawdon of the 
Clarkson College of Technology, to be published by Prentice-Hall, Inc. 
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have been oriented towards the marketing function; although as 
will be indicated later, there are a number of non-marketing 
games which may also be effectively utilized to meet certain edu- 
cational objectives of those in the field of marketing. Among the 
many marketing games developed to date (and I include in this 
category those geared to both retailing and sales management) 
are: the M.I.T., Pitt-Amstam, and UNIVAC games described in 
these proceedings, the Burroughs Supermarket Battle Maneuvers,” 
the Dayton Tire Simulation,®> three of the games published in 
Greene and Sisson’s book, Dynamic Management Decision Games, * 
General Electric’s Marketing Strategy Simulation, Imperial Oil’s 
A.S.C.O.T., the Kroger Supermarket Decision Simulation, Pills- 
bury’s Sales Management Simulation Exercise, Princeton Univer- 
sity’s Automobile Dealer Game, and the Automobile Dealer Simu- 
lation designed at Wayne State University. 

The purpose of this paper is not to describe any particular one 
of these games; but rather it is to focus attention on certain im- 
plications of the gaming approach for marketing education. More 
specifically, emphasis in the following sections will be placed upon 
some prospects offered and problems involved in the employment 
of gaming to foster marketing-oriented learning. 


Gaming as a Vehicle for Learning 


Undoubtedly, one of the major reasons for the phenomenal 
growth of business gaming is that it appears to be one of the most 
effective approaches yet developed for fostering many different 
kinds of learning. I use the phrase ‘‘appears to be’’ here since 
very little research has been conducted to date to corroborate 
such an observation or to determine just what students or business 
executives do learn from playing management games. Neverthe- 
less, most of those educators who have employed gaming agree 
that participants gain something from the simulation experience 
that is not possible with most other approaches to management 
education; and a number of observations may be made concerning 
such learning. 

Experiencing a Totality. Practically all business games, re- 
gardless of their structure, or the manner in which they are ad- 

2. See ‘‘Electronic Brain Referees War Maneuvers!’’ Meat and Food Mer- 
chandising, March 1958. 

3. See Paul S. Greenlaw, ‘‘Dayton Tire Simulation—A Marketing Game,” in 
Richard M. Hill (Editor), Marketing Concepts in Changing Times, (Chicago: The 
American Marketing Association, 1960.) pp. 316-327. 


4. See Jay R. Greene and Roger L. Sisson, Dynamic Management Decision 
Games, (New York: John Wiley and Sons, 1959.) Chapters 6, 8 and 10. 
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ministered, seem to provide participants with what may be termed 
a ‘‘dynamic experiencing of totality.”’ In marketing, as in other 
areas of management, an important contributor to managerial ef- 
fectiveness appears to be the ability of the individual to perceive 
the dynamic interrelationships which exist among many key deci- 
sion variables and to comprehend the totality of the decision-mak- 
ing process. Although many key elements which exist in the real 
world are missing from most business games, and the totality be- 
ing simulated often represents only a sub-system or segment of 
a firm’s over-all operations,5 the gaming approach comes the 
closest of any yet developed for use in the classroom to providing 
participants with a dynamic integrative decision-making exper- 
ience. None of the decisions with which the participants are con- 
fronted can be made without giving consideration to all others if 
the firm is to operate profitably. In addition, because of the se- 
quential nature of the decision-making, actions taken in any given 
period may continue to have a bearing on the firm’s operations for 
many periods to come. Furthermore, practically all of the mar- 
keting games provide for competitive interaction, so that in mak- 
ing any particular decision the players must attempt to evaluate 
its potential effectiveness in light not only of their other decisions 
but also of those anticipated from all competitors. Finally, in 
those games calling for team play, participants must contend not 
only with quantitative business data, such as levels of sales and 
profits, pricing patterns, relationships between expenditures and 
marketing effectiveness, and the like, but also with a complex net- 
work of interpersonal forces. These forces have a bearing on the 
productivity of the group and, consequently, upon the effectiveness 
of action taken.§ 

How much advertising will be required to support a high-price, 
high-quality product? What prices do we expect our competitors 
to establish? In what position will we be next period if an increase 
in price reduces our sales volume more than we anticipate? How 
are we going to convince our sales manager, who predicts a down- 
turn in the market next period, that a price increase is justified 
at this time? These are but a few of the important kinds of real 
world questions which must be resolved in relation to each other 
by participants in most marketing games. 

Application of Quantitative Tools. In addition to providing 


5. Such as in the marketing games, where those decisions made in the real 
world in most other areas of management are excluded. 

6. Paul S. Greenlaw and Stanford S, Kight, ‘‘The Human Factor in Business 
Games,’’ Business Horizons, Vol. 3 (Fall 1960), p. 56. 
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participants with a dynamic experiencing of totality, business 
games may be employed to foster certain other more specific 
types of marketing-oriented learning. Two of these will now be 
examined in some detail. 

First, gaming may provide students or executives with prac- 
tice in the application of certain quantitative analytical tools such 
as breakeven and marginal analysis, return on investment, various 
approaches to sales forecasting, relating expenditures for adver- 
tising, marketing research, and the like to anticipated sales in- 
come, and so forth. Although approaches such as these may be 
taught effectively by lectures, class discussions, and the use of 
problems or case studies, the business game offers an excellent 
opportunity for the reinforcement of such learning. In a senior 
level integrative management course now being given at the Penn- 
sylvania State University, we are requiring students to apply a 
number of these tools in the play of a total enterprise game;? and 
such an approach would appear to be equally useful with marketing 
games. Although no research has yet been completed to measure 
the effectiveness of such learning, we believe that in most cases 
the students gain considerable familiarity with these tools by ap- 
plying them during a number of periods of decision-making. In 
employing the game with such an objective in mind, we have found 
it important that the players be given specific assignments requir- 
ing the application of the tools during game play. For example, 
each company is asked to hand in tous periodically projected sales 
forecasts, cash budgets, return on investment, and so forth for 
several forthcoming periods. Our experience has been that unless 
such specific assignments are required, many of the students will 
shy away from these kinds of analysis. This is probably because 
of the time and effort involved in doing so. 

Empathy Through Role Reversal. A second specific applica- 
tion of business gaming may be to help foster empathy through 
role reversal. The technique of role reversal has been effectively 
utilized in many different kinds of educational situations asa 
means of enabling individuals to ‘‘see how the other half lives.’’ 
By placing himself into another person’s role, an individual’s 


7. The primary purpose of utilizing the game in this course is to provide stu- 
dents with a dynamic experiencing of totality, as defined above: application of spe- 
cific analytical tools is only a secondary objective. This will probably be the case 
with most uses of games to provide experience in tool application, although some 
games have such an objective as their primary one. See, for example, Greene and 
Sisson’s Inventory Materials Management Game, the objective of which is to ‘‘illus- 
trate the use of the Economic Order Quantity formula in inventory control and 
some very simple demand forecasting.’’ Greene and Sisson, op. cit., p. 11. 
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empathy, or sensitivity to and awareness of the problems of oth- 
ers, may be enhanced. Many applications of gaming have been 
with this purpose in mind, for the simulation experience provides 
an excellent opportunity for assuming the role of managing the 
other fellow’s business operation. Although the employment of 
gaming with such an objective in mind is probably of some value 
in university classes, it seems especially appropriate for mana- 
gerial training and development. One of the major problems which 
exists in many organizations is that of the failure of executives 
performing in one particular functional area or level of manage- 
ment to perceive accurately or be sensitive to the problems of 
those operating in other areas or at other levels in the firm. 
Gaming may be utilized by the marketing educator to foster such 
an awareness through role reversal in at least three different 
ways: 

1. Marketing executives may be provided the opportunity to 
participate in simulations geared to other areas of management, 
such as, for example, production—where problems relating to pro- 
duction scheduling, maintenance, quality control, and the like, 
must be resolved. Such an experience can often be a highly en- 
lightening one for the individual who may never have performed in 
any other area than marketing and who may be prone to overlook 
the many problems that must be resolved elsewhere in the firm if 
its marketing objectives are to be met. 

2. Conversely, managers performing in areas such as produc- 
tion or finance may gain a much greater degree of sensitivity into 
the problems of the marketing manager by participating in a mar- 
keting-oriented simulation. The production manager who has al- 
ways complained strongly about the highly inaccurate sales fore- 
casts of the sales department, for example, may discover very 
soon in the game that forecasting in a dynamic and highly com- 
petitive industry is not quite as simple as he once thought. 

3. Individuals performing at any particular level in the mar- 
keting organization may obtain a greater awareness of the market- 
ing and/or other management problems with which those operating 
at higher levels must continually deal. The Marketing Vice- 
President, for example, may be called on to play a game in which 
he must make decisions for the total enterprise; or, salesmen in 
the field may be exposed to a game geared to the over-all mar~ 
keting problems of the firm. That the latter has proven quite ef- 
fective was reported in Salesweek magazine about a year ago. 
Sales personnel of the Sylvania Lighting Products’ photolamp 
division were exposed to a one-day play of a modified version of 
the UNIVAC Game. Those responsible for the program were of 
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the opinion that most of the salesmen who participated therein ob- 
tained a greater awareness of some of the over-all marketing 
problems which confronted the firm. As indicated in Salesweek: 
‘*. . .(general marketing manager) Kleinfeld counts his greatest 
triumph the conversion of two salesmen who for years had been 
sharp critics of ‘what these boys in New York are doing.’ ’’® 


Problems and Prospects 


Business gaming is a versatile tool for marketing education. 
To date, many different kinds of marketing-oriented games have 
been designed and used; and, as indicated above, it is sometimes 
possible for the marketing educator to make use of games geared 
to areas of management other than marketing to meet his objec- 
tives. In addition, it is often possible to employ a particular game 
to meet any one or more of a number of educational objectives; 
for the specific kinds of learning which will be fostered in the play 
of a game will usually depend not only on the structure of the sim- 
ulation model itself but also on the manner in which the game is 
utilized. A number of the marketing games in existence today, 
for example, might be employed either with groups of sales man- 
agers to foster empathy through role reversal or with students in 
university courses to provide (along with an experiencing of total- 
ity) practice in the application of quantitative analytical tools. 

With the deep participant involvement which takes place in the 
play of most games, many educators believe that the learning 
fostered thereby will tend to be fairly enduring. This, of course, 
is highly desirable if, and only if, the participants learn what it is 
desired that they learn from the play of games. As indicated 
earlier, however, little research has been undertaken to date to 
determine just what it is that business games do teach; and it is 
possible that in many cases students are learning ‘‘the wrong 
things’’ from the simulation experience. Of particular concern to 
some educators is the fact that students may overgeneralize from 
simulation play and conclude that because advertising, for exam- 
ple, pays off to a greater extent than expenditures for sales force 
in a particular game, ‘‘advertising is always more important than 
sales force’’ in the real world. This danger may perhaps be mini- 
mized by providing participants an opportunity to play several dif- 
ferent games, where the relationships between decisions and 


8. ‘*Why Sylvania Creates Profit Awareness,’’ Salesweek, Vol. 1, January 4, 
1960, p. 22. 
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results are different, or by multiple plays of the same game with 
changed parameters. 

In view of the little that is known about the kinds of learning 
that are fostered by games, it seems appropriate to suggest some 
possibilities for research into this area. Although research de- 
signed to measure the benefits derived from experiencing the to- 
tality of decision-making would seem to be extremely difficult, if 
not impossible, to carry out, the measurement of either empathy 
induced through role reversal or the ability to apply specific 
quantitative analytical tools appears quite feasible. In the former 
case, a before and after play attitude questionnaire centering 
around awareness of problems in the area being simulated might 
be administered to the game participants. In the latter, tests re- 
quiring the application of the analytical tools to specific problems 
might similarly be given to participants both before and after play 
of a game, and changes measured. 

In summary, simulation seems to have much to offer for mar- 
keting education. Practically all games provide participants with 
a dynamic experiencing of a decision-making totality. In addition, 
certain specific educational objectives, such as the development of 
empathy through role reversal and skill in the application of ana- 
lytical tools, may be met by gaming. Since the inception of busi- 
ness gaming four years ago, huge amounts of time and money 
have been spent in designing and utilizing games for education, 
both in marketing and in other areas of business administration. 
It now seems appropriate that closer attention be focused on the 
fundamental question: ‘‘Just what do business games teach?’’ 
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9. TECHNIQUES IN CONSTRUCTING 
A MARKET SIMULATOR 


William B. Kehl* 


After emphasizing the characteristics of simulation that 
apply to a firm's marketing function, the Pitt-Amstan mar- 
ket simulator is described. This simulator is unique in that 
input data include quantitative expressions of buyer char- 
acteristics in addition to the more conventional market 
statistics. Wholesale branch sales managers pit their skills 
against each other in selecting, training, scheduling, and 
supervising their salesmen. The computer reports the out- 
come of their competitive efforts. The Pitt-Amstan simu- 
lator has been used principally in training branch mana- 
gers, but it also casts an interesting light on the broader 
aspects of marketing management. 


IMULATION has become such a recognized tool for management 
that it is necessary now to take time to define some of those 
basic reasons and concepts that underlie its construction. I would 
like to consider them as they took a part in development of the 
Pitt-Amstan Market Simulator, ! 
There are two characteristics of simulation that apply directly 
to the marketing function in a company. 


1. There is a lack of an analytical definition of the problem in 
terms of traditional mathematical functions and with this, of 
course, a lack of a definition of an optimal solution, Our classical 
mathematical background leads us to expect an analytic formula- 
tion of all our problems and general laws such as we find in the 
physical sciences, However, in a simulation, if we realize that an 
explicit algorithm and the corresponding microscopically detailed 


*William B,. Kehl, Computation and Data Processing Center, University of 
Pittsburgh. 


1, For two business paper reports on the Pitt-Amstan Market Simulator see 
‘‘Amstan Supply’s Business Game’”’ in Wholesaler, August, 1960 and |‘‘Here’s a 
Realistic Way to Play Wholesaler’’ in Business Week, September 3, 1960. 
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digital computer program serve in themselves to define the mar- 
keting function equally precisely we may accept this synthetic 
approach to the problem. This is the first premise on which sim- 
ulation is based. 

2. In simulation, procedures not only specify the outcomes of 
decisions as in classical analysis but also in what order these are 
considered. With the inclusion of competitive strategies in mar- 
keting, this second characteristic is inherent. 


Assumptions in Constructing the Market Simulator 


The Simulator was constructed with the assumption that it 
would become a part of a later systems concept. However, it was 
written primarily to attack the specific problem of the decisions 
involved in the allocation of total sales effort in a marketing func- 
tion. It was also planned to be used as a training tool to enable 
groups of participants to manage a wholesaling distributive outlet, 
making all of those operating decisions any such manager must 
make in the competitive atmosphere that surrounds this phase of 
distribution. It was not satisfactory to construct a typical ‘‘mar- 
keting game’’ for players to learn by analogy. At this level of 
management, the carryover from abstract executive games is not 
convincing. Since the simulation was to involve the type of de- 
tailed day-to-day decisions typical of such an operation, the com- 
puter program had to provide a realistic duplication of the actual 
environment in which operations take place. 


Data Collection and Development of 
a Market Model 


Thus, the duplication of the buying habits of individual custom- 
ers was the core problem in the simulation, There are several 
approaches to measuring these characteristics. 


1. Conduct the traditional type surveys of customer prefer- 
ences. This has limited value in itself. 

2. Forecast over-all sales figures based on time series analy- 
sis, 2 

3. Design experiments to test hypotheses of preferences, This 
is costly, although valuable. 3 


2. R. G. Brown, Statistical Forecasting for Inventory Control (New York: Mc- 
Graw Hill, 1959.) 

3. J. F. Magee, ‘‘Operations Research in Making Market Decisions,’’ Journal 
of Marketing, October 1960, p. 21. 
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The Computer simulation provides an additional technique. A 
thorough customer census was compiled of monthly data on the 
purchasing pattern of each individual customer (Slide 1). His pur- 
chases of three different products were shown, together with the 
number of sales calls (sales effort). The actual amounts of these 
sales for a one year period were later entered into the computer 
memory for each individual customer. This data was not gener- 
ated by the computer. These data were analyzed and checked 
against an extensive customer survey and a preference scale, 
scored from 0 to 1, was established on 25 different buying charac- 
teristics for each customer (Slide 2), These included financial in- 
formation, such as price sensitivity, working capital needs, num- 
ber of supply sources needed, and product information such as 
product acceptance, manufacturer’s reputation, and product avail- 
ability. These individual customer preferences fell into one of 
six basic types so that only these distinct types were entered into 
the computer with probabilities of following each of them being as- 
Signed according to the preference scale. Up to this point the 
method was traditional. The unique contribution of this method 
was that these preferences were entered in the computer as 


Slide 1 
CUSTOMER #725 FRAZEE PLUMBING & HEATING COMPANY 
Central City, U.S.A. 
Principal Market Served: NEW RESIDENTIAL 
Type of Business: PLUMBING & HEATING CONTRACTOR 
Credit Limit: $15,000 Per Month 
Terms Required: 30 Days Net 
Personal Relationships with Suppliers: NONE 
MONTHLY PURCHASING PATTERN 
Qualitative Marketing Intelligence 
Product Purchases available to salesmen who call 
A B Cc , eu on account, by month 
| 
Jan. $13 600 $2,976 $10 336 56 Hiring 7 journeymen 
| Feb, 13 400 2,736 10,944 69 Successful bidder on new state building 
Mar. 16,000 2,784 13,224 84 
Apr. 16,400 2,700 13,528 86 Has stopped discounting bills 
May 16,000 2,832 13 224 84 
| June 17,400 3,504 13,882 92 Office being remodeled 
July 19,200 3,936 13,984 94 
Aug. 18,200 5,952 13,680 98 Severe product complaint 
Sept. 18,000 5,904 13,224 94 Resumed discounting bills 
Oct. 19,400 6,240 14,136 99 Solid fourth quarter on books 
Nov. 17,800 4,368 12,768 92 
| Dec. 14,700 3,984 8,120 78 _| 
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factors determining the buying characteristics of customers (re- 
taining, however, the actual sales data), Then, through use of the 
simulation, the effectiveness of the evaluation of customer prefer - 
ences could be measured quantitatively, comparing the results of 
decisions based on this preference in the simulation with real 
purchasing behavior. The point to be stressed here is that de- 
scriptive information such as customer preference was converted 
through the use of simulation into numerical output so that a quan- 
titative comparison with actual sales could be made. Repeated use 
in the field has found that the model of customer preferences was 
sufficiently accurate so that the computer output was not dis- 
tinguishable from real response, 

Other input information important to the realism, but of a more 
arbitrary nature was added to the model. Salesmen’s abilities 
were classified according to customer group and product type 
(nine classes of customers with three products each, providing 27 
ratings for each of 42 salesmen), These were primarily pedagogic 
additions to teach the manager not to overlook these additional 
variables, 


Player’s Decisions 


The player acting as manager makes allocations of salesmen’s 
time to individual accounts (Slide 3). This is. the basic decision 
problem in the Pitt-Amstan model. A feedback of information on 
the buying habits of several of the special customers is generated 
by the computer, including poor credit risks, who are bidders on 
large contracts, etc. (Slide 4). A statement of income, sales, and 
inventory is provided. There are several hundred decisions for a 
manager to make including out-of-stock and negotiated price, al- 
location of salesmen to each of 300 accounts according to type of 
account, decisions on the training of salesmen, their reassignment 
to other accounts, and hiring or firing additional sales force. To- 
tally these add up to more items than any one manager can ex- 
amine in detail. He must therefore formulate a policy of action. 
Here is a basic reason for simulation as opposed to simplified 
executive type games, 


Role of the Computer 


The computer, in sequence, plays the part of each customer, 
awarding his business according to the individual customer’s buy - 
ing habits as he reacts to the decisions of all the wholesalers. 
(Slide 5). The method of allocation, which is particularly adaptable 
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Slide 3 


SALESMAN #220 WHOLESALE DISTRIBUTOR #200 


ALLOCATION OF THIS SALESMAN’S CALLS 
Account Last Month This Month 

602 2 
622 4 
628 } 
725 
783 
812 
844 


PRICES OFFERED THIS MONTH 
Product Out of Stock Negotiated 
A competitive competitive 
B above market market 


Cc competitive competitive 


(in practice, actual off-sheet prices are quoted) 


to computers is characteristic of the sales data obtained in the 
customer census. 


1. It assumes a discontinuity in response, namely that a given 
number of calls are required in a majority of cases (an upset 
level) to make a sale. 

2. It assumes a limited measure of unearned sales potential— 
which reflects the allocation of the manager’s effort on personnel, 
sales supervision, credit claims, etc. 

3. It distinguishes accounts buying on service, on price, and 
unaffected buyers (called brother-in-law accounts). 

4, It assumes a Markov type of dependence on buying patterns 
during the previous period only. 

5. It introduces a stochastic element so that there is no repe- 
tition in replays and also to allow changes in customer patterns. 
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SALESMAN #220 WHOLESALE DISTRIBUTOR #200 


OVERALL RATING OF THIS SALESMAN 


Excellent general line salesman, Well-liked by the trade, is gregarious, civic- 
minded, and is active in several social service organizations in town. 


Just completed a product training school offered by one of the manufacturers 
whose products are sold by his house, 


SALES ABILITY SCALE 1 


Prod- Class of (weak) (strong) 
uct Customer 0 1 2 3 4 5 6 7 8 9 


DISTRIBUTOR DATA 


Inventory: NOTED FOR COMPLETENESS OF STOCK 
Showroom: ENCOURAGES TRADE TO USE IT 
Credit: ADHERES STRICTLY TO 30 DAY TERMS 


Inside Sales: WELL-TRAINED AND COMPETENT 


Uses of the Simulator 


The primary use of the simulator has been for training. Over 
100 branch managers have taken part in the program. It provided 
a rapid laboratory exercise for their education. Umpires were 
also given a role to play as regional managers or immediate line 
supervisors. They counselled, guided, and sometimes even di- 
rected the branch managers, much as in real life. 

In addition to its use as a training tool, several potential uses 
in research should be mentioned. Experiments in management 
strategies can be tried to see their effect on sales. This provides 
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Slide 5 


PITT-AMSTAN MARKET SIMULATOR 
INITIALIZATION | 
ACCOUNT CENSUS | 

INPUT - Data on Sales } 


1) micro-market analysis ! 
actual purchase data on 300 -*; CUSTOMER IDENTIFICATION | 


customers with 3 products T 
each for 12 months, | 
2) No expansion of market. 2 { 
3) Data not generated, 
4) Credit problems and bank - IDENTIFY PURCHASES HE 
ruptcies, etc., included, WILL MAKE, BY PRODUCT | 
5) To prevent repetitions on T | 
replays, a probabilistic | 
selection of account buying 3 t | 


characteristics, 
= J 
NO 
| 
COMPUTE AND COMPARE NO. 
- OF UPSET CALLS REQUIRED 
PLAYER'S DECISION BY TOTAL EFFORT OF ALL 
ON NO. OF CALLS SALESMEN (IN TERMS OF 
OF CALLS MADE, 


PLAYER'S DECISION ON EARNED AND UNEARNED 
INTERNAL ADMINISTRATIVE * RATIOS COMPUTED, BY 
EFFORT PRODUCT 

L 


6 ! 


MEASURE UNEARNED SALES POTENTIAL 


(effectiveness index of mgt, (administrative | 
effort in office) reflecting time spent on 
personnel, sales supervision, quotations 

credit and claims, purchase and inventory 


7 ! 


AWARD OF UNEARNED SALES BY PRODUCT | ¥ES 
(Assigned to salesman with most recent call 8 
7 NO 
Effectiveness index S\ = distributor or IDENTIFY 
player SERVICE } 

Si_| s2 | s3 | sé | s5 | 86 ACCOUNTS 

| | | | | 
0.0 | 1.0 

random selection in (0,1) 


an inexpensive research tool. Various operations research type 
studies can be carried out. For example, a study of change and of 
rates of customer change can be made to see if that variable is a 
significant measure of effective marketing An artificial market 
expansion can be introduced to see what corresponding changes in 


4, J. F. Magee, op. cit. p. 22. 
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ll 


COMPUTE PERCENTAGE 
GROSS PROFIT PER PRODUCT 
from fixed conversion tables, r 
jone for each product based on 

the off-sheet pricing. 


| AWARD PROCESS OF EARNED SALES 

(Built into the game are the decision making processes of the 
customer, whereas the decision making processes of the 
manager are external.) 


BUYING CHARACTERISTICS 


A) NO BONUS FOR WASTED EFFORT ON OVER CALLS, 
B) 6 TYPES OF BUYERS IDENTIFIED IN THE CORRECT 
| PROPORTION OF MARKET MIX, 


1) Service Account. Single source for maximum value of 
Sales ability rating index. (40% of business volume) 
}2) Buys on low price alone (5.9%of business volume + 30 % 
negotiated sales.) If tie, go to 3 below. 
ely) Dual source buyers (9 Sof business volume). Proportionate 
split by rank among 2 lowest prices. Offers protection in 
} case one source is out according to 


SALES ABILITY c(past rating) + d(number of calls + 
| RATING INDEX of calls 
| sales effectiveness 
| 


Note: Consideration is being given to replacing past rating 
with immediate past sales record on this account. 

| This would provide a Markov type chain response. 

|4) Split on 3 lowest prices (15 ‘bof business vol.) (Buyer 

| avoids risk buying a cheap price.) Proportionate split 

| by rank, 

}5) Split of business right across the board, using sales ability 
rating index, (Not currently in use.) 

|6) Brother-in-law account, (.1%) Bags all from one source 

| regardless of calls. 


COMPARE PRICES 


Price Structure (6 types) 
1) out-or-stock price (3 product groups) 
2) negotiated price (3 product groups) 
3) expressed in terms of off-sheet or 
| off-list pricing. 
j 


| 


'PLAYER’S OFF-LIST 
PRICE DECISION 


12 


COMPUTATION OF EXC 
OVER CREDIT LIMIT 


PLAYER’S DECISIONS 
~~ ON CREDIT CALLS 


13 ! 
COMPUTATION OF GROSS 
PROFIT 


END 
OF CUS- } 
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MEASURE SALES EFFECTIVENESS 

(Personnel evaluation) for particular 

types of sales, 
PLAYER'S DECISION 
ON PERSONNEL 
TRAINING 

' 1) Sales school trng. 

2) mgr. assists in calls 
3) hiring and firing 


9 classes of customers 
x 3 products 


27 ratings for each of 42 salesmen -_ 


(6 salesmen and manager to each team 
initially) 


ex. industrial, large, small 
residential mass produced, 
architect 


OUTPUT SALES REPORT 
FOR THE PERIOD INCLUDING 
QUALITATIVE CODE ON 
CUSTOMER 


17 ! 


GOAL OPTIMUM ALLOCATION OF SALES EFFORT 


sales force would be required to maintain a general minimax type 


of management behavior. 
out of control? 


When does the situation get completely 


Finally, a heuristic computer program can be added, making 


| 
| 


84 MARKETING: A MATURING DISCIPLINE 


the computer play the role of one or more of the managers and 
seeking an improved policy of behavior. 5 


Current Status of the Project 


The first version of the simulator was written for a four tape 
IBM 650 system. It was the joint effort of Mr. Russell Frazee, 
Marketing Manager, and Miss Zora Kukic of Amstan Supply Divi- 
sion of American Standard together with Mr. William Martin of the 
School of Business Administration and Mr. Russell Ranshaw and 
William B, Kehl of the Computation and Data Processing Center 
at the University of Pittsburgh. It required approximately 30 
minutes computer time to represent one month of actual operation. 
It is currently being reprogrammed for the IBM 7070 system at 
the University. All the arithmetic and logical decisions are being 
programmed using the Macros in Autocoder so that they can be 
easily replaced by other functions. Thus the simulator will be ap- 
plicable to a much more general class of marketing problems 
where the customer census differs from the one described in this 
example, It is hoped that, in this way, the basic structure can be 
made available to other users, 


9. F.M. Tonge, ‘:The Use of Heuristic Programming in Management Science."’ 


The RAND Corp., November, 1960, p. 1-2127. 
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10. THE M. I. T. MARKETING GAME 


Peter S, King* 
William F, Massy* 
Arnold E, Amstutz* 
Gerald B. Tallman* 


The M.1.T. marketing game has been developed as a major 
and integrating element in advanced marketing manage- 
ment courses. Students operate competing companies and 
are expected to develop integrated and detailed marketing 
programs. This unique game element requires the use of a 
control team to evaluate the quality and effectiveness of 
the participants’ programs. The game is played over an 
eight weeks period, allowing one of three class sessions 
each week to game play and discussion. Instructors find 
that the M.1I.T. marketing game, when used in conjunction 
with text study and case analysis, develops an extremely 
high level of student interest in marketing management. 
Examples from one of the recent periods of game play are 
included. 


Mc: business games are designed to provide students, or bus- 
iness managers, an exercise in sequential decision-making 
with feedback of results between decisions to allow a probing of 
the characteristics of the competitive world simulated in the game 
model. The games also require consideration of the effect upon 
the whole firm of decisions made in each functional area such as 
marketing or production, Most of the games are designed for play 
within a total time span of a few hours, or at most one or two 
days. 


*Peter S, King, Assistant Professor of Industrial Management, Massachu- 
setts Institute of Technology. 

*William F. Massy, Assistant Professor of Marketing, Massachusetts Institute 
of Technology. 

*Arnold E, Amstutz, Research Associate, Massachusetts Institute of Technol- 
ogy. 

*Gerald B. Tallman, Associate Professor of Marketing, Massachusetts Insti- 
tute of Technology. 
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The M.I.T. marketing game! has been developed as a major 
and integrating element in advanced marketing management 
courses, Student teams operate simulated competing companies 
producing a product and selling it in a national market. The game 
in its present form has taken electric floor polishers for house- 
hold use as the product. Market response to a mix of marketing 
activities at both trade and consumer levels is programmed in 
models designed for the IBM 650, 1620, and 709 computers avail- 
able for educational use at M,I.T, Students’ decisions concerning 
volume of production, plant investment, product and process de- 
velopment, and inventory and financial management influence the 
success of their company operations; but major attention, and the 
most detailed elaboration of plans and decisions, is devoted to the 
marketing area of company activities. In seeking profit growth 
foc their companies, the student managers may adjust product 
quality, price dealer margins, channels of distribution (including 
number and type of dealers), market area, advertising expendi- 
tures, advertising media and appeals, the number and disposition 
of salesmen, and promotion within the retail store. 

In contrast with most business games, this one requires the 
planning of marketing program content as well as expenditures 
and price levels. For example, students must plan the media 
schedules, general theme, copy, illustration, layout, and sales 
program integration for their advertising as well as the budget. 
The marketing response to this advertising is simulated by an 
“*S’? curve function representing an elasticity of demand to ad- 
vertising. The indicated dollars of advertising are charged to ex- 
pense; but the value as placed into the model to influence sales is 
modified by a ‘‘control team’’ appraisal of the quality and appro- 
priateness of the plans for spending these dollars, Thus one 
dollar of expenditure may buy 80¢ or $1.20 of results. This con- 
trol team made up of course instructors and other faculty mem- 
bers reacts to the less quantifiable elements in the company’s 
market plans in a dual role—as consumers and as marketing pro- 
fessionals. The interposition of the control team between the 
student managers and the computer is accepted by the students as 
a fact of line—probably as reasonable as the consumers and deal- 
ers it attempts to represent. 

The use of the control team to handle any market response not 


1. The joint authorship of this paper reflects group effort on the part of the 
M.I.T. marketing faculty in the development and application of a marketing game 
as an integral part of marketing course work at the School of Industrial Manage- 
ment. 
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programmed in the game model has two major advantages: (1) it 
removes constraints on the range of marketing actions that may 
be used, and (2) it allows consideration of the content as well as 
the budget for marketing plans. 

The M.1.T. game, like many of the well-known business games, 
can be played on a fast cycle with only quantitative decisions and 
no detailed development of the ways in which promotional moneys 
are to be used; but so used it loses much of its richness asa 
simulated management experience. We believe that marketing 
management is more than the manipulation of dollar budgets. We 
prefer to use this marketing game with several days of student 
preparation for each cycle of decision. In this period of prepara- 
tion they develop or revise policies and strategies, plan the budget 
for each element of company activity and, in the marketing realm, 
prepare detailed statements or examples of the marketing pro- 
grams on which the budgeted funds will be spent. With necessary 
time for processing by the control team and the computer, this 
allows about one play per week throughout most of a semester. 
Strictly game discussion pre-empts one class day per week, but 
more conventional text and case assignments are made for two 
of the three weekly class periods. 

The management of their game company provides a continuing 
purpose and reference against which all of the usual subject mat- 
ter of a marketing management course is tested for relevancy 
and usefulness by the students. In practice, the students do not 
attempt to ‘‘beat the model’’ in the sense of trying to solve some 
artificial puzzle formulation (they are warned that it is too com- 
plex). Rather they accept the game-world market as a real one to 
be probed by market research, which they can buy, and by suc- 
cessive variations in carefully developed marketing activities. 
They find, in fact, that market response in the game-world is 
reasonably consistent with the concepts presented in assigned 
readings or developed from case discussions, 

The marketing game at M.I.T. has been under development for 
three years. During the fall of 1958, a graduate class played a 
sequential game without benefit of an elaborate mathematical 
model, and with most market response being made on a judgment 
basis by a faculty group. The class reaction was one of complete 
and enthusiastic involvement. The succession of decisions which 
students faced in developing and modifying programs to maximize 
market shares and profits in their game-world competition en- 
couraged them to probe their traditional text and case material 
with a sense of purpose too often lacking under conventional 
teaching techniques, 
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During 1959 and the spring of 1960, a complex mathematical 
model was developed to provide a consistent and interdependent 
programmed response of sales results to marketing actions such 
as price, advertising expenditure, quality level, and sales coverage 
of retail outlets. When using a 650 computer we have been forced 
to remove some of the functions originally built into the model. 
This is necessary to reduce computer time involved and to bring 
the burden of game administration to reasonable limits. With the 
greater speed and memory capacity of the 709, a very sophisti- 
cated game model is practical. 


Why the M.I.T. Type of Game? 


Teachers using the case method are all too familiar with the 
unfortunate tendency of students to overextend and particularize 
recommendations on a specific problem. Marketing cases in 
focusing on the problems of one business function, seldom force 
appropriate consideration of the total balance which must be main- 
tained at all times in a business operation or of the allocation of 
scarce resources and moneys among the various functions, The 
one-time character of most case analysis places a student in the 
position similar to that of a consultant who is brought in to advise 
on a specific problem at a point in time, but does not face the 
manager’s problem of making sequential decisions against a 
schedule of continuing events including modifications in competi- 
tors reactions. Also, the grading of a case does not normaily 
present the student with a profit and loss statement reflecting the 
consequences of his actions. 

The business game is not a substitute for either case problem 
discussions nor for systematic study of the literature of market- 
ing. We find, rather, that it is a device which develops and holds 
a very high level of student interest, provides a purpose to the 
student’s probing of available literature, and provides a continuing 
reference against which the wisdom developed in individual case 
discussions can be organized. 

The M,I.T. marketing game departs from a typical game struc- 
ture in that the student company managers are not constrained in 
the types of actions which they may introduce. In developing plans 
and programs for the M.I.T. game, students are permitted the 
widest possible range of action. Insofar as the marketing activi- 
ties are concerned, players may, in principle, employ any strategy 
or tactic which would be legal and reasonable in the real world. 
In the field of production and financial management, rules more 
characteristic of other business games are employed in that the 
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students are given a schedule of fixed and variable production 
costs and can secure finances, other than by sales revenue, only 
under specified terms. If the financial and production aspects of 
the game were developed for specific attention to these functions, 
we believe that the same type of freedom and flexibility could be 
built in as we have accomplished in the marketing element. 

The students are, of course, carefully advised that the game 
market place is an artificial one. We do not wish them to believe 
that they are learning from the game the specific elasticity of de- 
mand to price or to advertising or to other sales effort that they 
may encounter when marketing some product in the real world. 
On the other hand, the students are assured that the game world 
is based on the same kinds of forces that operate in the real 
world, They are told that the best procedure is not to ‘‘beat the 
game,’’ but to use decision processes and marketing tools which 
they feel would be effective in the management of an actual busi- 
ness. They are aided in assuming such a real world role by re- 
ceiving before game play begins, a considerable amount of de- 
scriptive and quantitative information about their products, the 
history of the industry, the structure of the trade, consumer be- 
havior, past marketing strategy and programs of their firms, the 
costs of various marketing activities, and the history of the sales 
and profits of the firm for which they are assuming management, 
To put it another way, they begin the game by analyzing what is in 
effect a detailed and realistic business case. Then they are given 
the reins of company management and a responsibility that con- 
tinues over a period of business years. Playing the M.I.T, mar- 
keting game thus is tantamont to sequential case analysis and de- 
cision-making where, and this is a very important point, the 
students themselves bear the responsibility for decisions and for 
results. We have had no difficulty getting the students to accept 
this role enthusiastically. 

The unique amount of freedom of action permitted players in 
the M.I.T. game requires that we provide market response to any 
marketing action they may use. This response is provided either 
by elements built into the game model (for instance the elasticity 
of demand to price and to advertising and the market potential 
characteristics for each of several regions of the country) or by a 
control team evaluation of the action taken. This throws a con- 
siderable burden on the instructing staff. It has also required the 
availability of technical assistance to handle the processing of 
data preparatory to computer runs of each game play. We are 
generally developing means to minimize the clerical support re- 
quired for the marketing game, but the burden on faculty is, and 
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will remain, considerable. This is in part due to the high level of 
student interest engendered and the necessity to work with stu- 
dents in small enough groups that their own internal management 
decision process and communications can be reasonably efficient. 
We feel that any faculty attempting to use a business game of this 
type must accept the fact of a heavy teaching burden per student if 
the purposes of the game are to be achieved. 

Our courses in marketing management deal with the analysis of 
marketing opportunities to develop company profits and with the 
choice and organizing of resources to execute marketing strate- 
gies which will exploit these opportunities. To contribute signifi- 
cantly to the understanding of this process a business game must 
permit the free generation of realistic strategies. It must require 
the planning of specific programs to carry out these strategies 
and must provide a meaningful evaluation of results. Mere budg- 
etry allocations to preset categories of expenditures are relative- 
ly sterile in contributing to an understanding of the task of mar- 
keting management, Conventional games can, of course, give 
some sort of experience in making short-run adjustments to 
budgets and programs, but they do not lend themselves to realistic 
strategic planning. 

The M.I.T. game is designed to operate both strategically and 
tactically. In one version we have asked the students to develop 
strategic plans on an annual basis, including a detailed statement 
of relationships with resellers, a choice of product characteristics 
and image, and a specification of advertising themes and media to 
support this image. All elements of the broad strategic plan are, 
of course, also expressed in specific budgetary terms. In this 
version we require that these broad categories be held constant 
for a year of game play, but allow tactical variation involving 
changes in the amount of advertising expenditure and in price on a 
quarterly or monthly basis. It is thus possible to have the stra- 
tegic decisions made as a once a week assignment, and then to 
bring the students together near a computer and allow them to 
make quarterly variations in tactical (budget) decisions under 
pressure of time. Such tactical decision-making under time pres- 
sure is closer to the practice of most other business games and a 
useful supplement to the way in which the game is used in the 
M.I.T. marketing courses. However, with the limited time avail- 
able to any course in a crowded college curriculum we would limit 
such tactical decision-making to once or twice. In other weekly 
periods students establish general plans to operate for the entire 
period (say a year) but may specify on a quarterly or monthly ba- 
sis. The results of all four quarters would be returned to them 
simultaneously. 
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Integration of the Game into the Course 


Our normal plan is to have eight weeks of active game play be- 
ginning the third of fourth week in a fifteen-week semester. This 
allows time for the students to become familiar with the opera- 
tional requirements of the game and with the history of company 
operations up to the period when they will take over management 
responsibilities. The several weeks after game play terminates, 
allow the students to prepare an analytical review of their own 
operations and for debriefing by the instructors. With a course 
enrollment of 25-30 students, we have found it desirable to operate 
two games simultaneously and to have two companies competing in 
each game. Thus we have team A and team Bin game 1 and 
similarly in game 2, The two A teams form one class group un- 
der one instructor and the two B teams are placed under a second 
instructor. The two teams in a class do not compete directly 
with each other but with teams in the other class. Though both 
games are based on the same model and initial conditions, oper- 
ating results quickly diverge because of differences in individual 
team decisions. The members of team 1A find themselves faced 
with quite different competition than their classmates on team 2A, 
With larger enrollment we would add games 3 and 4, or would add 
one or two class sections thus allowing a team C or C and D in 
games 1 and 2, The number of teams should not exceed the num- 
ber of course sections. The model has been constructed to permit 
up to four teams to play in one game, 

With this organization, company strategies may be freely dis- 
cussed in the classroom and the instructor can respond without 
the constraint of direct knowledge of competitors’ plans, 

In the class schedule the game is paralleled by a systematic 
analysis of marketing management problems with special empha- 
sis on advertising and sales management. Both cases and reading 
assignments are used. These relate to the usual wide range of 
product and company characteristics so that the course is by no 
means limited to floor polishers (or to whatever product is se- 
lected for the game). 

The value of any specific teaching technique should be meas- 
ured in terms of its contribution to the entire course. The game 
puts the student realistically into the role of a marketing man- 
ager. It gives him, at least in a simulated way, the responsibili- 
ties of management, the market opportunity and risks, the threats 
of competition, and the freedom to act—constrained in the main 
only by cost and the nature of the market as he perceives it after 
analysis of his own sales results, competitors’ actions, and 
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marketing research information which he may buy from the con- 
trol team. The game provides an environment where he is com- 
peting with his peers, attempting to cooperate with, and coordinate 
his colleagues, and to convince them that his views should prevail. 
The game also provides him with a need to know, right now, more 
about marketing management and the marketing decision-making 
processes, Here is where the teacher gets his opportunity. In the 
marketing management course at M.I.T. the teacher becomes the 
consultant to the managers of firms, These managers are very 
inexperienced. Very soon after the game begins they develop an 
intense awareness of their lack of knowledge; but they are en- 
couraged and not overpowered by this assignment since they are 
competing with their peers. In addition to the considerable amount 
of work involved in the game itself, they read without much coax- 
ing, texts on marketing management and advertising, and search 
the periodical literature for articles on promotion, pricing, chan- 
nels, and dealer aid policies. They also analyze fifteen to twenty 
cases describing the activities of companies with problems simi- 
lar (or dissimilar) to their own, Most importantly, they read and 
analyze with a new insight that comes from a more responsible 
and broader view of the marketing manager’s world. 


Functions of the Game Model 


The mathematical model for the M.I.T. marketing game is 
divided into two sections, The first, or market simulation model, 
determines industry sales and market shares for each competing 
company in each of the geographic regions. Treatment of com- 
panies by the market simulation model is entirely symmetrical, 
given the same initial conditions and current inputs, Section two 
of the game model accepts information on the number and price 
of units sold by each company and, in conjunction with the as- 
signed fixed and variable costs and the expenditure decisions, pro- 
duces a profit and loss statement for each company. The account- 
ing model is based on a simplification of generally accepted 
practices, and offers no particular conceptual difficulties. Pri- 
mary attention is, therefore, centered upon the market simulation 
model, 

The simulation program operates on a basic time increment of 
one month, but while it is possible to obtain monthly financial 
documents the length of the student decision period has been either 
three, six, or twelve months. On the 650 version of the model the 
full reaction to each input occurs instantaneously and affects the 
sales for that month as well as setting initial conditions for the 
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following month. In the version designed for computers of greater 
sapacity and speed, a reaction may be lagged, or spaced out in 
varying proportions over several months. Thus, in advertising, 
for instance, an immediate action (price appeal) placement in 
newspapers or television can provoke an immediate sales response 
while a primary product appeal placed in magazines can have a 
slow growth and decay of response. 

The market simulation model determines: (1) primary demand 
on industry sales; and (2) the market share of each competitor. 
Both are computed for each region separately and then added to- 
gether for transmission to the accounting model in which financial 
documents for each company as a whole are prepared, 

A pattern of normal industry sales is built into the game model 
as a percent of families that will purchase this type of product in 
each year following its introduction. The pattern reflects slow 
initial acceptance of floor polishers as a new type appliance, then 
more rapid acceptance followed in turn by the effects of market 
saturation. The several regions in the market differ as to the 
time when such a product was introduced and as to the level of 
ownership at which saturation occurs. Both seasonal and cyclical 
variations also exist. The actual level of industry sales will 
deviate from this built-in ‘‘normal’’ as the prices, advertising, 
sales forces, and other sales influencing actions of the student 
managers differ from the level which will just maintain ‘‘normal’’ 
sales. 

Actual industry sales depend on the programmed normal sales 
as influenced by an elasticity functioa using the lowest price for 
each quality of product offered by any competitor, by a promotion 
elasticity function based on the aggregate of advertising and sales 
aids provided by all competitors, by a retail margin elasticity 
function. Each of these functions has essentially an ‘‘S’’ shape; 
but are made piece-wise linear to facilitate computation. Thus, 
there are levels above and below which expenditures are less ef- 
fective than expenditures falling within what the model treats as a 
normal range. An ‘‘adequacy of distribution’’ function is also 
used so that sales are reduced if retail distribution is inadequate 
to reach the number of families otherwise expected to purchase 
the product. 

The coefficients of these functions are built into the model; but 
as stated earlier a control team appraisal is used to modify the 
quantitative value at which student actions are applied against the 
coefficients. 

Each company’s market share of total sales is a function of 
competitive prices, distribution policies, and advertising. The 
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distribution function is noteworthy in that it involves an interaction 
between the number of sales calls on a particular store, trade 
advertising, the amount of point-of-purchase advertising utilized, 
retail margins, advertising allowances, a dealer enthusiasm func- 
tion which depends on sales in that outlet during the previous 
period, and a variable called ‘‘morale.’’ This latter reflects 
selectivity and compatibility of dealers handling each brand and is 
drawn from a matrix. In addition, the marginal effect of adding 
sales calls responds favorably to increases in company media ad- 
vertising, with the greatest effect occurring at high levels of sell- 
ing activity. The allocation of sales effort among different styles 
and sizes of retail stores must be specified by the firm whether 
sales to stores are direct or through distributors. Since sales call 
effectiveness varies with the type of retail outlets and wholesale 
channel utilized, the policy chosen is of considerable importance, 

The actual sales for each firm is determined by multiplying 
actual industry sales by market share in each region and adding 
to produce a national total. In addition to being required by the 
accounting section of the program, unit sales for each firm are 
allocated among the store types and size classification through 
which the firm has obtained distribution. While this allocation 
does not affect total sales in the current period, it is a useful 
feedback for the student teams and is used in the following period 
for determination of dealer enthusiasm. 

The operation of the general class of effectiveness functions 
utilized in the simulation model can be illustrated by the computa- 
tion of the effect of sales effort. The teams indicate the expendi- 
ture of salesmen’s salaries and expenses which they desire to 
allocate for sales calls to a particular type and size of outlet. The 
model multiplies this figure by a control team rating for the 
quality of the sales program and transforms it to an equivalent 
number of calls per store per month, dividing by a constant cost 
per call and the number of outlets in the class. The selling ef- 
fectiveness function’s threshold value provides that dealers will 
stock the product if some small degree of sales effort is devoted 
to its promotion, On the other hand, a saturation effect takes hold 
above the level of one and one-half calls per month. Expenditures 
for calls of greater frequency have no incremental effect. (The 
effectiveness function is written in such a way that the ‘‘normal’’ 
selling effort is one call per month.) The marginal effect of ex- 
penditure is linear between the threshold and saturation levels, 
the slope of the line being modified as a function of the total ad- 
vertising of the firm, 

The net result of this type of effectiveness function is to intro- 


| 
] 
t 
f 
t 
f 
Cc 
[ 
a 
Cc 
t 
e 
b 
t 
| 
e 
is 


THE M.I.T. MARKETING GAME 95 


duce an important element of stability into the model as well as 
to add realism. The existence of a saturation level, in particu- 
lar, operates to prevent unreasonably large expenditures for cer- 
tain elements in a program from swamping the effects of other 
equally important variables. 

In summary, we believe that the following are the most im- 
portant features of the market simulation model: 


1. The richness of marketing alternatives offered in the 
model, including the various kinds of promotional activities, dif- 
ferent advertising functions, and alternative distribution policies 
at both the wholesale and retail level. 

2. The incorporation of ratings of the subjective factors in the 
marketing program. 

3. The existence of sufficient detail in the model formulations 
to allow relevant information feedback to students and to guide the 
control team in performing its task of providing feedback. 

4. An interaction of the effects of advertising and selling ex- 
penditures, 

5. The high degree of operational control enjoyed by the game 
administrator through the existence of a normal industry sales 
function and its associated exogenous inputs. Thus, booms, re- 
cessions, entry of competitors and competitive products and other 
external events can be easily effected, if desired. 

6. The high degree of stability inherent in a model with signifi- 
cant saturation levels. 


Description of a Student Program 


As emphasized above, the M.I.T. Marketing Game has been de- 
signed to include a high degree of marketing content. Students 
are encouraged to build comprehensive marketing programs, in- 
cluding in their analysis questions of both a qualitative and quan- 
titative nature rather than merely ‘‘number juggling’’ in an ab- 
stract situation. The best way to illustrate the kind of program 
expected is to give a specific example. The one that follows has 
been taken from an actual play of the game during the fall of 1960. 
The illustrated play is being made for July-December of the 
twelfth simulated year of industry activity. It is the fourth 
‘‘move’’ by the students in the course. 

Two companies are competing in each of the three geographic 
regions, Houseboy, the older of the two, has a plant located in the 
east, (Region A) while the manufacturer of the ‘‘Electra’’ brand 
is located in the south (Region B), Houseboy has a freight advan- 
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tage of $1.00 per unit in the east, while ‘‘Electra’’ enjoys favor- 
able differentials of $1.00 and $1.20 per unit in the south and west 
respectively. Houseboy is introducing a premium quality product 
in the west (Region C) for the first time during the current period, 
although it has been marketing such a product in the south for 
some time. It has cut prices drastically on its standard product 
in the east. ‘‘Electra,’’ on the other hand, is marketing a standard 
quality product in all three regions. 

Exhibit 1 presents a summary of the information used as input 
for the computer. Working from data on costs of various program 
elements and the relative regional and store class market poten- 
tials provided to them, and team members have made the decisions 
shown, They have also allocated their sales force expense and 
advertising allowances by kind and size of retail outlet. The Con- 
trol Team has allocated media advertising expenditures into three 
indicated categories on the basis of the content of the advertising 
copy turned in by the students. The Control Team has also given 
an effectiveness rating for each of the major elements of the pro- 
gram, 

The sales and financial results for Houseboy and ‘‘Electra’’ 
this same period are summarized in Exhibit 2. 

A sample of the qualitative content of the marketing programs 
is provided by the following statement, Exhibit 3, submitted by the 
Houseboy management in support of their budget and price deci- 
sion, 

A portion of the Houseboy Company’s media plan is shown in 
Exhibit 4, along with a sample of the copy to be used in their 
Christmas promotion. (Sample copy for the other promotion and 
a description of television spot continuity was alsoturned in, but 
is not reproduced, 

While Houseboy’s program produced the larger market share, 
the Electra Company earned greater profits, It would appear that 
Houseboy obtained its market position through the brute force of 
expenditure volume, plus a more carefully designed media ad- 
vertising program. On the other hand, it did not expend its funds 
efficiently and in a reasonable balance. With salesmen’s calls 
occurring at the rate of once every six months for each retailer, it 
would be difficult to insure placement of point-of-purchase ma- 
terial and efficient use of spiffs and other promotional devices. 

The model’s dealer cooperation and point-of-purchase adver- 
tising function undoubtedly reached saturation for Houseboy’s pro- 
gram thus wasting some of the allocated funds. Since the sales 
call effectiveness function and the dealer activity factor (based on 
margins, dealer cooperation expenditures, and past sales) interact, 
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THE M.1.T. MARKETING GAME 


EXHIBIT 1 


SUMMARY OF GAME INPUT DATA FOR SECOND HALF OF YEAR 12 


(all expenditure figures are thousands of dollars) 


Region East South 
Company Hsby. Electra Hsby. 


Relative Market 
Potential 


DECISIONS 


55% 29% 


Electra 


standard std. premium std. 


Price (retail) $39.95 ; $39.95 
Price (FOB fact.) $24.00 ; $24.80 


Retail Margin 


Average Advertis- 
ing Allowance 


Media Advertising 
% Primary 


Control Team 


% Brand Image 


Control Team 


% Immediate 
Action 


Control Team 
Advertising 


Trade Advertising 


Point of Sale 
Advertising 


Dealer Coopera- 
tion Expense 


Control Team 
Rating on Trade 
Promotion 


Sales Force 
Expense 


Control Team 


Number of Stores 
Among Types 
Used 


Average Number 
of Sales calls 
per Store in 
Six Months’ 
Period 


West 
Hsby. Electra 


16% 


premium std. 


$44.95 
$26.90 


97 
st 
ct 
d, 
‘d = 
it 
n Product 
d 35% 34% 35% 31% 35% 34% 
0% 2% 0% 2% 0% 2% 
5 p $339 $113 $ 62 $ 72 $ 31 $ 18 
a 10% 45% 10% 45% 10% 45% 
_ Rating 1.0) 90) 0), 90) 
= 30%, 10% 45% 10% 45% 10% 
S 
_ Rating — (1-15) (-90) (0-15) 90) (15) (90) 
po 60% 45% 45% 45% 45% 45% 
1 
1 $8 $ 0 $ 4 $ 0 $ 3 $ 0 
; P| $ 97 $ 36 $ 43 $ 46 $ 35 $ 34 
P| $190 $ 72 $53 $ 37 $ 22 $ 16 
P| (1.40) (1.10) (1.20) (1.25) (1.20) (1.25) 
3 P| $140 $103 $ 38 $ 46 $ 51 $ 32 
| (1.00) (1.00) (1.00) (1.00) (1.00) (1.00) 
P| 4910 1700 1205 745 1819 379 
1.2 2.8 1.2 2.8 2.8 
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EXHIBIT 2 
SUMMARY OF RESULTS FOR SECOND HALF OF YEAR 12 


SALES 
East South West 
Industry (000 Units) $313 $131 $ 63 
Houseboy Electra 
Company (000) Units 192 E. 64S. 33 W. 128 E. 65S. 28 W. 
Company (million $ 
at Retail) 6.4E. 3.2S. 1.7 W. 5.1E. 2.68. 1.3 W. 


FINANCIAL PERFORMANCE 


Houseboy Electra 

Total Revenue Net of 

Allowances ($ million) $6.00 $4.68 
Cost of Goods Sold $3.07 $2.22 
Marketing Expenses $1.31 $0.53 
Other Expenses $0.72 $0.78 

Total Expenses $5.10 $3.53 

Net Profit Before Taxes $0.90 $1.15 
Profit as Per Cent of Sales 15% 25% 


the net effectiveness of the latter is further reduced. The large 
advertising allocation in Region A, which could work to increase 
the effectiveness of a given number of sales calls, does not have 
much effect at the very low call frequencies encountered in this 
case. The company would undoubtedly have done better to have 
put some of the funds expended for point-of-purchase advertising 
and dealer cooperation into sales force expansion, This should 
have been coupled with a reduction in thenumber of outlets through 
which they sold and a concentration upon the relatively more im- 
portant stores, 

While a complete analysis of Houseboy’s program cannot be 
undertaken here, it should be readily apparent that company pro- 
grams and results, especially as they change through time, pro- 
vide almost unlimited material for class analyses. These range 
from discussion of specific advertising copy to questions of the 
compatibility of various broad aspects of the marketing mix. 
Saliency is automatically obtained by the desire to improve team 
performance on the next play. 
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EXHIBIT 3 
DESCRIPTION OF THE HOUSEBOY PROGRAM 
Product Policy 


‘*In conjunction with our special Christmas promotion, we are introducing new 
styling on both of our floor polisher models. They will be more sleek and stream- 
lined in appearance and in addition will have a colorful (a colored sketch of the 
product was supplied) housing. The deluxe model will continue to be differentiated 
from the standard model by an improved quality of workmanship and the following 
special features: 


(1) nylon brushes 

(2) heavier gauge metal polisher components 

(3) light weight (aluminum) and heavy duty (better quality) motor 

(4) electric lamps for the illumination of dark, hard-to-reach corners 
(5) soft, high quality lambs wool buffer pads 

(6) automatic retractable cord 

(7) storage rack of colorful plastic instead of cardboard 


Both models include: 


(1) easy grip rubber handle 
(2) rubber bumper guard 
(3) a full complement of attachments with storage box 


In addition, a one year warranty policy covering parts and labor is in effect for 
both models (description supplied). 


Media Advertising 


‘In our advertising we will repeat the theme of easy floor care with a quality 
product in keeping with the modern age. We will stress the slogan ‘Houseboy 
makes floor sparkle and carpets glow’, and will adopt the Houseboy as a company 
trade mark (like the bell for the telephone company). We will also adopt the com- 
pany slogan of ‘Houseboy, finest in floor polishers’ in our standard model adver- 
tising and will ulways include our new low price of $34.95 with the specific objec- 
tive of creating the image of a quality product at a low price. As a sub-objective, 
we wish customers to accept this price as the appropriate price for standard mod- 
el floor polishers and therefore. believe that they should seek justification if a 
higher price is encountered (as in the case of our competitor).’’ 


Point-of- Sale Advertising 


‘‘Our point-of-sale advertising placards will reinforce the themes mentioned 
above, under media advertising. The price of $34.95 is deliberately displayed for 
the standard model. One of the displays (a mechanized plastic ‘Houseboy’ which 
bows at the potential customers) will strive to create an immediate reaction re- 
sponse by consumers - asking for a free demonstration. All of this will be tied in 
with the Christmas theme, which has as an objective the giving of one of our floor 
polishers as a Christmas gift. The moving display is expected to catch the eye of 
potential customers. 


Trade Advertising 


‘‘We will retain our news letter (distributed bi-weekly to all the retail outlets 
that handle our product) with the specific objective of informing retailers of our 
special promotional campaign and timely tips for increasing their sales of our 
floor polisher. It is to be handled in the same way as indicated last period. 
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Dealer Cooperation Policy 


‘‘Our primary dealer cooperation policy will be the retention of our $2.00 credit 
towards the receipt of a waxer by the retailer’s salesmen. This promotional cam- 
paign should be even more effective this period, now that retail salesmen are ap- 
proaching the necessary pay-off limit. (A retail salesman can obtain a free 
Houseboy waxer upon selling twenty-five units to the public.) In addition, retail 
salesmenin large furniture and appliance stores and department stores of all sizes 
in the east only, will receive a $2.00 cash bonus for each Houseboy he sells. (The 
retail salesmen in these outlets receive a $1.00 spiff for each Electra sale.) Fi- 
nally, a free demonstration model will be offered to all outlets in each region. The 
model may be used for display and actual demonstration, but will be identified as a 
demonstrator to eliminate the possibility of its sale. 


Where Do We Go From Here? 


Our experience to date leads us to believe that the approach we 
have developed provides a valuable addition to the techniques 
available to the teacher of marketing management and to the plan- 
ner and trainer in business. 

Within the School of Industrial Management the Marketing Game 
has been a pioneering effort in classroom gaming. Student and 
faculty enthusiasm with this effort is leading to broader con- 
sideration of the use of games which would require detailed plan- 
ning of program content and budgets in other functions as well as 
in marketing. 

Though our game, even in its present form, is an effective 
educational tool, it is far from a finished product. Our most 
critical immediate problem is to simplify and routinize the trans- 
lation of student decisions into inputs for the computer. The 
clerical burden on both students and staff must be reduced to free 
a maximum of time for the development and analysis of strategies. 

We also wish to develop a richer background of consistent, 
though artificial, consumer and trade characteristics and re- 
sponses, This will simplify, and make more consistent, the Con- 
trol Team evaluations of elements not directly programmable in 
the model, It will have a similar effect on the answers given to 
market research questions which student managers may, for a 
price, ask of the Control Team. We hope also to increase the 
volume and quality of free information about general economic 
conditions and trade developments which would be covered by 
trade publications in the real world. 

The basic model has sufficient flexibility that specific coefti- 
cients can be modified at will and subroutines handling specific 
elements, such as time lags or dealer morale, can be added or 
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EXHIBIT 4 


MEDIA ADVERTISING (HOUSEBOY) 


(Christmas Promotion Stressed) 


AMERICAN WEEKLY Sunday Supplement: Nat’! - 1/2-page Christmas promotion, 
2 successive weeks starting last week in November (2 times). 


TV GUIDE: In Fast - 1/2-page B&W every other week (13 times) plus full-page, 
4-color Christmas promotion, twice in late November and early December, 
alternating weeks with above (2 times). Theme: Santa leaving Houseboy on 
hearth, also stressing LOW PRICE, ease of use, and slogan. 

In South and West - 1/4 B&W every other week (13 times) and 1/2-page 
4-color Christmas promotion once in early December. Theme: same as in 
East, except no reference to price. 


GOOD HOUSEKEEPING: Nat’! - 1/2-page B&W every other week (6 times). 
CORONET: Nat’! - Full page B&W (6 times) 


THIS WEEK: Sunday Supplement Nat’l - 1/2-page B&W every other week (13 
times), plus 1/2 page 4-color Christmas promotion in early December 
(1 time). Theme: Santa leaving HOUSEBOY on hearth. 


NEWSPAPER AND SPOT TELEVISION were also used. 


MRS. SANTA INSISTED 
| GIVE HER A HOUSE BOYs 


THIS YEARS 


to keep floors SPARKLING & 


and carpets 


at YOUR 
SERVICE! 


CHANGE FROM @ SCRUB BRUSHES 
TO @ POLISH BUFFERS 
TO @ CARPET SHAMPOO AGITATORS 1N ONLY 60 seconns/ 


HOUSE BOYe - Tae pret An for 


| 

| 

Bes 
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removed. Financial summaries can be drawn at any multiple of 
monthly intervals so that game plays can represent short or long 
time spans. 

The refinements which we hope to make in the model itself 
relate to more adequate recognition of competitive interaction, 
especially at the level of the retail outlet. 

The model need not represent an empirically accurate repli- 
cation of a specific market in the real world. 

We are not yet in a position to provide our teacher colleagues 
with a game formulation and supporting handbook materials; but 
the preparation and sharing of such materials is one of our future 
goals. As with business cases, the cost of game development is 
high and the results should be shared among schools. 


XUM 


11. DISCUSSION 


Sidney P. Feldman:* At the University of Kansas, we have, for 
the past few years, used several of the simpler general manage- 
ment games directed more at the operation of the firm rather 
than specifically toward marketing or sales management. We have 
had little experience with the games described today; however, we 
have had a great deal of opportunity to observe the effects of other 
games on our students. So, after hearing these presentations, I 
feel that my most appropriate comment should be concerned with 
briefly evaluating a few teaching-oriented factors of these newer 
games that seem to stand out. 

We have had outlined some of the newest games and their ap- 
plications to sales management, and we see that great progress 
has been made in attempts to present us with a teaching tool that 
not only better motivates the student but one that also attempts to 
give greater realism to the teaching of sales management. Cer- 
tainly the introduction of a greater number of more precise varia- 
bles and the introduction of greater flexibility (as evidenced by 
the introduction of the Control Team in the MIT game) represent 
significant strides in attempts to adapt better the simulation situa- 
tion to the classroom. The games discussed here are certainly 
impressive and appear to represent the results of some intensive 
efforts. 

In my own mind, however, determination of what these games 
can do for me, as a teacher of sales management in the classroom, 
must hinge upon an evaluation of the impact of these games in ful- 
filling some of my own teaching goals in sales management. It 
would seem, then, that two questions must be asked: 1) do such 
simulations accomplish the goals we normally think of as impor- 
tant to the teaching of sales management? and, 2) do they accom- 
plish these goals to a significantly higher degree than the methods 
we currently employ? 

To answer these questions for yourself it may be best to 


*Sidney P. Feldman, Assistant Professor of Business Administration, Univer- 
sity of Kansas, 
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enumerate each of your own goals and to view the use of simula- 
tion techniques in your own situation. I will comment on three 
such areas that seem important to me: 


1. Certainly any course in sales management should bring to 
the student an awareness of the many variables inherent in the 
sales management decision situation, The games discussed today 
represent strides in this direction, Many more factors are now 
available for the student to consider and work with. However, 
there remains one great area that has not been treated—one which 
apparently cannot be treated in the near future. 

To a great extent, sales management involves the management 
of people. The games, on the other hand, represent the manage- 
ment of money. The act of quantifying all variables into a common 
denominator seems either to neglect the human factors, or to as- 
sume that these factors can be combined and represented by some 
dollar amount. This seems to be a step toward minimizing the 
perhaps more real problems in sales management—those con- 
cerned with selection, training, motivating of salesmen, and their 
control, 

Thus, while these games appear to do a good job in awakening 
the student to the realization that there are a multitude of factors 
in the sales management decision making situation, we should be 
aware of the possibility that too much emphasis on only the direct- 
ly quantifiable variables could be misleading to the student of 
sales management, 


2. Another of my goals in teaching sales management is to al- 
low the student to understand better the interplay between the 
variables and to enable him to improve his analytical ability. 
Certainly, games increase the awareness that such an interplay 
exists, but it seems that the extent to which the student will be 
able to analyze the relationships is directly related to the number 
of factors to which he is exposed at one time. The games dis- 
cussed today seem to have as their strong point the clear presen- 
tation of the complex nature of the sales management decision 
making situation; but this may also be their greatest weakness— 
that of presenting a situation so complex that application of sim- 
pler basic analytical skills by the student (e.g., marginal analysis 
to determine the effect of additional expenditure in any one area, 
or break-even analysis) becomes frustrating, confusing, or mis- 
leading. Therefore, if improvement of the student’s analytical 
abilities and use of analytical techniques are prime goals, it may 
be well for the instructor systematically to build up to the more 
complex situation rather than to introduce it at the start. 
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Related to this, however, I think that these simulation tech- 
niques should well point up the fact that sales management re- 
mains an art rather than a science, that data by themselves will 
not automatically provide the decision. The student decision mak- 
er is forced to determine the optimum course of action for him- 
self. 


3. A further goal of teaching in any marketing course should 
be to improve the student’s ability to think creatively, to come up 
with new combinations of strategies in pricing, product policy, 
channels, and other areas, This teaching goal may be where these 
newest games will make a substantial relative contribution, In 
order to combine variables, the student must first be aware of 
what they are and their general relationships. Obviously, the 
greater number of variables recognized in a given sales manage- 
ment situation, the greater is the opportunity to combine factors 
into new strategies. 

Much latitude for recognizing the student’s creativity, however, 
is restricted by the very nature of most games. Creativity can 
only be recognized and rewarded if appropriate provision is built 
into the model. Most games are designed to represent ‘‘typical’’ 
marketing situations. The design generally is aimed at encourag- 
ing the ‘‘correct’’ decision under a given set of circumstances and 
allows little opportunity for a highly imaginative approach, Thus, 
the introduction of the control team in the M.I.T. game in order to 
appraise better the effectiveness of the unquantifiable, creative 
elements, is a step in the right direction. The instructor is again 
able to determine the progress of students in some specific 
creative decision areas rather than judging the somewhat nebulous 
end result of the team activity. 

Also, the introduction of written policies and strategies prior 
to play of the game in many of the newest games should further 
aid in stimulating such creativity as well as emphasizing the need 
for such planning and control, With due respect, then, to the 
flexibility and thoroughness of the model and to the accuracy of 
the computer, it seems quite refreshing to see the instructor 
being considered for a more active role in the gaming situation. 


Edward L. Brink:* The main purpose of my discussion is to 
present a case for analog computers in sales management deci- 


*Edward L,. Brink, Associate Professor of Marketing, University of Pennsyl- 
vania, 
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sion simulations. It is, in a sense, a commentary in addition to 
the four papers which have been given, It is not directed to any 
specific paper but perhaps some implications will become obvious 
when I have finished. In any case I wish to offer a thought or two 
for your consideration. 

Although I am sure that many may not be familiar with the 
analog computer outside the engineering areas, there are some 
standard texts and articles available for the curious.! Now should 
you believe that these computers are newly arrived in economics 
and marketing, may I quote a young economist who proposed an 
‘‘fanalog’’ procedure to investigate the structure of the market 
through the use of an analog model? He writes, speaking of the 
market, ‘‘the elements which contribute to the determination of 
prices are represented each with its approriate rate and open to 
the scrutiny of the eye. We are thus enabled not only to obtain a 
clear and analytical picture of the interdependence of the many 
elements in the causation of prices, but also to employ the mech- 
anism as an instrument of investigation and, by it, to study some 
complicated variations which could scarcely be successfully fol- 
lowed without its aid.’’ @ 

I have assumed in preparing this discussion that we (the com- 
mittee responsible for this session) were primarily interested in 
the topic as a part of the teaching of Sales Management. I have 
selected some properties common to analog and digital computers 
as a basis of comparison; these are shown in Exhibit 1. I have no 
belief that this is a ‘‘perfect’’ list but merely a basis on which to 
begin a comparison, 

There can be no doubt as to the high level of accuracy possible 
with the digital computer. I would like to point out, however, that 
sub-optimization and iteration may raise the level of accuracy of 
the analog as high as one part in 10,000. There are also methods 
of optimization by random search as suggested by Munson and Ru- 
bin which will also enable the solution of much larger problems 
than would normally be expected. Finally, with respect to ac- 
curacy, I would like to raise a question about the wisdom of analy - 
zing data, especially of the order of accuracy that we are accus- 
tomed to working with in the sales management areas of market- 
ing, to the highest degree of mathematical manipulation, 


1. See particularly the Journal of the Operations Research Society of America 
and Econometrica. 

2. Fisher, Irving, Mathematical Investigations in the Theory of Value and 
Prices, Transactions of the Connecticut Academy of Arts and Sciences, Volume IX, 


July, 1892 (reprinted by Yale University Press, New Haven, 1926) (Theoretical 
Study). 
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Exhibit 1 


COMPARISON OF DIGITAL AND ANALOG COMPUTERS 
WITH RESPECT TO SOME COMMON 
OPERATING PROPERTIES 


TYPE OF COMPUTER 


Property Digital 


Accuracy Unlimited 1/1000 


Problem Set-up Tedious Simple 


Communication Slow Rapid 
(in the simulation) 


Non- Linearity Complex Straightforward 
Flexibility in play Difficult Simple 


Simulation Visualization Difficult Simple 


Problem set up is simple. In analog computers, as well as 
digital, the operation under study must be visualized as a set of 
equations, In the analog, however, the equations can be set into 
the computer almost as readily as we would set them down on 
paper. This of course obviates the necessary step called ‘‘pro- 
gramming,’’ as it is known in the digital area, This is a great ad- 
vantage when we look at the computer as a teaching device. 

The communication process in the simulation is of even great- 
er importance. There is a growing impatience in using computers 
(not only as a teaching simulation but in actual industrial use) with 
the delays encountered in getting results which are a consequence 
of the decisions and actions taken in the play. In analogs this 
feedback of information is most rapid. 

Another characteristic of the sales management decision proc- 
ess is the frequency with which we must work with non-linear 
functions. The analog can handle these in a straightforward man- 
ner which is a great help in visualizing the simulation. 

It has been my experience that very few simulations provide 
for all alternatives. I don’t mean all possible but even all prob- 
able. The M,I.T. game seems to go far in this direction. How- 
ever, over and above these permutations there is also the ‘thoped- 
for curiosity’? of the students who wonder what will happen ‘‘if 
such and such is done.’’ The analog now comes into its own by 
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way of the direct manner in which new data and decisions can be 
directly introduced into the simulation, thus providing flexibility. 

All of these properties culminate in a relatively simple con- 
cept which I like to call simulation visualization. The direct con- 
tact with the system, the physical contact with inputs of data by 
the student, the immediate reaction of the system—all of these, 
and others, make it very simple for the player or student to vis- 
ualize the simulation, 

Lest I have given the impression that the analog can only treat 
very simple and perhaps unrealistic problems, the following is a 
list of problem components for the small inventory control prob- 
lem which is pictured in Exhibit 2. 


Introduced or Generated Problem Factors 


Raw Material Inventory 
Desired Raw Material Inventory 
Finished Inventory 

Desired Finished Inventory 

Raw Material Delivery Rate 
Production Rate 

Sales Rate 

Delivery Time Delay 
Production Delay 

Selling Price 

Gross Income Rate 

Net Income Rate 

Material Cost 

Production Cost 

Fixed Costs 

Sales Rate at Zero Selling Price 
Selling Price for Zero Sales Rate 
Delivery Policy 

Production Policy 

Production Rate Decision 

Total Cost 

Sales Delay 


I have not mentioned cost as a basis of comparison, but the 
capital and operating costs of large-scale digital computers, such 
as the IBM-709 and UNIVAC, are well known and considerably 
more than those of the analog. The introduction of the smaller dig- 
ital computers, such as the IBM-1620 are welcome; but as Pro- 
fessor Tallman has described in the M.I.T. game, it (the game) 
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Exhibit 2 


POLICIES 


PLANNED 
INVENTORY 


LEVEL 


PROD 
RATE 
ACTUAL 


ie INVENTORY 
LEVEL 


\ PROD 
\ 
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does not become really sophisticated until the ‘‘709’’ level is 
reached. Next, we have the teaching and staff costs associated 
with using their games as a teaching device. Here again Professor 
Tallman has pointed out that these are quite high. 

Finally, I believe that for the reasons set forth in the foregoing 
comparison there is a definite use for the analog computer sales 
management decision simulation as a teaching device, either by 
itself, or as a first and intermediate step in exposing the student 
to the decision-making process. 
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TOWARD MATURITY IN 
MARKETING TECHNOLOGY 


D. Market Research 
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12. ANALYTICAL TECHNIQUES IN 
THE CONSUMER ELECTRONICS 
INDUSTRY 


Myron S, Heidingsfield* 


The consumer electronics industry offers some interesting 
challenges to the marketing research manager. High levels 
of saturation for radio and television make forecasting sim- 
pler than for other goods. Study and experimentation have 
resulted in the development of a mathematical model 
which has been remarkably reliable in its ability to predict 
industry sales. In addition to forecasting, Market Research 
has used image studies, with special attention to scaling 
devices; consumer motivational research; industry studies; 
and studies of trends in furniture styling to help marketing 
management plan more efficiently and effectively. 


HE theme of this meeting is one which deals with a maturing 

marketing economy. There is no doubt that the competition 
for the limited discretionary dollar is revealed in the gradual re- 
duction of purchases by established families for many kinds of 
durable goods, This is counter-balanced by the fact that with the 
growth of population and family formation some increase in first 
time purchases will take place. However, the status value or the 
glamour effect of owning numerous kinds of household appliances 
is gone and the market has been stabilized for a number of years. 
Some economists consider this market a closed one because per- 
sonal consumption expenditures on appliances have never been 
more than 4.6 per cent nor less than 4.2 per cent of all consumer 
expenditures on goods. In other words, the consumer demand for 
appliances is relatively a fixed percentage of his total demand. 

These data are further corroborated by the fact that in the in- 
dustry in which the writer has worked the saturation of television 
sets has risen from approximately 60 per cent in 1953 to 88 per 


*Myron S. Heidingfield, Associate Dean and Professor of Marketing, School of 
Commerce and Finance, Villanova University. 
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cent in 1959. In other words, nine out of ten families in the United 
States have a television set and the original or so-called first time 
market has diminished from roughly 66 per cent to 26 per cent, 
Replacement purchases have grown from nothing to 52 per cent 
and the multi-set market to 22 per cent. 

There is a relatively stabilized demand for new television sets 
and the market must rely on replacement and the multi-set family. 
In radio, the saturation is even higher and has been over 90 per 
cent in the last ten years. However, innovation, reduction in 
price, and acceptance of FM have contributed to an entirely new 
kind of market—that is, the multi-set home. Within the bedroom 
you will find clock radios and in the living room an AM-FM Tuner, 
sometimes combined with a phonograph, However, the real growth 
in radio has taken place in the transistorized portable market. 

In the phonograph market there is the greatest potential. The 
saturation rate is approximately 46 per cent and the innovation of 
stereo, accompanied by high quality stereo records, may make 
this one of the more important competitive consumer goods, 

This kind of maturity which we have found in the so-called 
entertainment instrument market makes forecasting a less intri- 
cate problem than for other goods. However, it calls for all the 
resources of marketing management, utilizing good marketing re- 
search and promotional techniques to increase purchases of black 
and white and color television sets as well as of radios, and 
phonographs, 

The substance of this discussion will be to cover several 
analytical techniques utilized by the market research manager in 
attempting to increase sales in a highly saturated and mature 
market, along with the description of the methodology employed in 
forecasting industry sales. 

Additional research problems which consistently come to the 
attention of the research manager are those of styling and the 
color of wood and vinyl finishes. Moreover, there are problems 
which arise from new kinds of instruments and the possibility of 
their being integrated into a product line. Furthermore, there is 
a vast amount of internal information wHich must be continually 
evaluated and periodically reported. 


Forecasting 


After some experimental work, the most satisfactory method 
of forecasting sales in the entertainment industry was found to be 
a combination of statistical procedure along with the usual em- 
pirical or intuitive correction of the mathematical forecast. These 
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are industry forecasts which are then related to the sales fore- 
casts for a particular company. Because of the large amounts of 
data available at the industry level for both television and radio, 
it was a relatively simple procedure to construct a mathematical 
model which related the gross national product first to discre- 
tionary income, next to the retail sales in dollars, and finally 
units of these entertainment instruments. Much of this work was 
done by the usual slide rule and desk computer method and it was 
verified by check forecasts which used regression equations 
based upon formation of United States households, saturation 
rates, incremental increases in purchasing, first time buyers, 
multi-set buyers, and replacement buyers, Although the original 
and check equations used different groups of variables, both gave 
approximately the same _ statistical result. However, in each 
case, the statistical forecast tended to underestimate the real 
market by a small percentage. 

This was a frsutrating experience and after approximately two 
years it was decided to evaluate these regression equations and to 
build several additional mathematical models which were pro- 
grammed for the R.C.A. 501 computer. In this experimental pro- 
gram we combined retail sales and inventory of durable goods 
with durable goods manufacturing, federal budget receipts and ex- 
penditures, money supply data, and business failures, Ata later 
date, we used average weekly earnings in both durable and non- 
durable goods industries, personal income, disposable income, 
savings, installment credit, corporate profits, business expendi- 
tures, construction, and inventory/sales ratios. In attempting to 
come up with the most precise mathematical forecast, we kept 
combining and recombining various series of variables. 

It was finally concluded that the original formula of relating 
gross national product to discretionary income to retail sales of 
an entertainment instrument gave the best results. However, we 
learned through the use of the 501 that these relationships were 
more precise when put into logarithmic form. 

Our batting average was as follows: 


1958-TV Forecast - 1.2% Off Actual 
1959-TV Forecast - 2.6% Off Actual 
Radio Forecast - 2.4% Off Actual 
Phonograph - .2% Off Actual 
(There was one revision in July of that year.) 
1960-No change in forecast prepared and published on 
February 22, 1960. 


The fair degree of accuracy achieved was due to the judgment 
correction which took cognizance of the characteristic underesti- 
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mation of the forecasts. It is difficult to tell anyone how to make 
an empirical correction; but it would appear that this is a function 
of accumulated generalized economic intelligence, derived from 
available professional sources, plus a detailed understanding of 
the peculiarities of this industry. Moreover, there is a good deal 
of material released in the public trade press and at the trade as- 
sociation meetings. All of these data became the basis for cor- 
recting the forecast. 

From the over-all industry forecast, the next step was to turn 
it into a workable sales forecast by model groupings and ona 
month-to-month basis. It should be pointed out that management 
was instructed not to accept the sales forecast as anything more 
than a minimum guide. This forecast was not to be a substitute 
for sales goals but should be used merely as a basis for facilities 
planning and materials purchasing. 

In order to communicate the fact that the sales forecast on a 
month-by-month basis by model category was at best a guide, the 
author devised the technique by which a cumulative monthly line 
was drawn on graph paper. It was a straight line because the 
graph was ‘‘normalized’’; that is, the seasonals were shown by 
varied widths of the monthly ordinates. Appended to this cumula- 
tive forecast were 99 per cent confidence limits, and management 
was instructed to have their secretaries plot cumulative monthly 
sales against the forecast. Furthermore, they were instructed 
that once actual sales were above or below the confidence limits 
for two months in sequence market research would probably be in 
process of making a revision. This had the double-barrelled ef- 
fect of creating confidence in the forecast and also preparing man- 
agement for the inevitable changes which could come about as a 
result of changes in the market place. This particular technique 
did much to communicate confidence and understanding. 


Image Studies 


Image studies are used by the entertainment instrument manu- 
facturers to measure consumer attitudes toward their products. 
However, one of the principal and most reliable sources of in- 
formation are the dealers themselves. These dealers have been 
able to provide qualitative information in the following areas: 


1. Availability of merchandise 

2. Distributors’ pricing policy 

3. Cooperative advertising allowances 
4. National advertising 


XUM 


YUM 
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Manufacturers’ promotional activities (direct mail, point- 
of-purchase, etc.) 

6. Distributor’s discounts 

7. Product quality 

8. Distributor’s salesmen 

9. Company field sales representative, (‘‘fieldman’’) 
10. Guarantees and warrantees on products 
11, Service to dealer 

12. The distributor 
13, Evaluation by Consumer’s Union, etc. 

14, Competition from Imports 

15. Distributor’s promotional activities (direct mail, point-of- 
purchase, etc.) 


These items were scaled. This is one of the quickest ways of 
obtaining reliable and valid attitudinal information—provided there 
has been sufficient pretesting and developmental work to assure 
the researcher that the items used in the questionnaire actually 
reflect the attitudes being tested. Generally it takes two or three 
pretests as well as several conferences to reduce a long and 
complicated questionnaire to an instrument which will give re- 
liable measurements of attitudes on a scale basis. As a matter of 
general interest, it has been found that scaling techniques make it 
easier for the respondent to answer the question. Generally, the 
information obtained through scaling will be consistent with ma- 
terial obtained by other kinds of interviewing techniques which 
take longer periods of time. 

According to psychologists, evaluation of an attitudinal item 
tends to be made at a subvocal level. Responses are easiest to 
obtain for such items when the respondent is permitted to scale 
them rather than to try to put an answer into words, It has been 
learned that the first quick indirect response to a scale item is 
the best, and it is far more accurate and reliable than responses 
which are made after prolonged thought has been given to an item, 
This usually accelerates the interviewing procedure and increases 
its reliability. 

Based upon these image studies, it was not difficult to obtain 
composite images that various dealers held of each manufacturer. 
In addition, the scaling device provided a basis for construction of 
profiles for each manufacturer indicating strong and weak points 
in light of 15 basic items. The best method for presentation was 
to construct an average profile from what appeared to be an aver- 
age manufacturer’s image and then to take each company and plot 
its profile on transparent plastic which, when laid over the basic 
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profile, indicated places where corrective action might be 
taken. 

The electronics industry also uses motivational research 
techniques in obtaining the image of consumers toward their 
products, Generally, it was found that data collected were best 
classified by the Warner criteria of social economic classes. 
Depending upon the nature of the problem, research men normally 
used depth interviewing, sentence completion, and some modified 
T.A.T, Often the data derived from these qualitative studies were 
used as a basis for the construction of a short answer type ques- 
tionnaire for quantitative verification purposes. 


Industry Studies 


Probably the place where the market researcher shows his 
most creative analytical ability is in his special studies of seg- 
ments of the industry. The first step is to cull all available ma- 
terial on the subject from the trade press, government sources, 
university research bureaus, special studies, historical data, and 
available evaluation made by field men, Once these data are 
amassed, the trick is to organize them so that a pattern evolves, 
For example, the data may be classified by competition, sales, 
distribution procedures, pricing, merchandising techniques and 
other classifications germane to the problem. The analysis of the 
data so organized reveals to a knowledgeable analyst in the in- 
dustry the weaknesses and strengths of a proposed product or 
innovation, 

The results also may serve as the basis for a sound research 
program in order to fill in the gaps in information, More often 
than not, if the individual and his staff have done a competent job, 
this document alone becomes a basis from which management may 
make decisions. 


Styling 


In an industry where the furniture element of many of the ap- 
pliances is a strong selling point, it is important for the market 
research man to keep his management abreast of changes in styl- 
ing—almost to the point where he must forecast these changes. 
Moreover, the complementary problems to styling are the color 
of wood finishes and the color of the vinyls used for portable 
television sets, radios, and phonographs, This is an extremely 
difficult problem because the internal controls of most corpora- 
tions highlight only the sales of models which are selling well or 
poorly. 
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Probably the first thing that can be done with regard to styling 
is to accumulate all available material on wood finishes used in 
the living room, bedroom, and dining room suites. Because of the 
problem in deciding how to classify styles, an arbitrary series of 
categories must be devised so that comparable data can be re- 
corded for the past and appropriate trend lines derived. It has 
been the writer’s experience that these data usually follow the life 
cycle. The wood finishes, styles, and colors generally follow the 
same pattern. However, the analysis cannot rest with the theory 
of the life cycle but must be supplemented by careful studies of 
the current furniture showings at the Mart or other major centers 
of furniture manufacturing, since it has been discovered that the 
entertainment instruments tend to follow rather than lead furni- 
ture styling by approximately two or three years, Therefore, 
with this lag in styling, buttressed by the knowledge of the life 
cycle of styles and wood finishes, it is possible to deduce, but not 
perfectly, what the industry should do to maintain acceptance of 
its furniture models, 

However, this must be supplemented by periodic field surveys 
among the recent buyers of furniture items and entertainment 
units which are housed in cabinets. This will serve as a check on 
the analysis of the various color and styling life cycles worked 
out from other sources, 

With regard to specific colors of vinyls, it is important to ob- 
tain additional information from paint companies, plastics com- 
panies, floor covering and carpet companies, drapery and fabric 
houses as well as women’s magazines, 


Internal Control 


Probably one of the major functions of marketing research in 
any industry is the utilization and analysis of internal information. 
In the consumer electronics industry, internal information is ob- 
tained from salesmen, distributors, and dealers. It must be inte- 
grated with industry data accumulated by the Electronics Industry 
Association if it is to have any value to management. However, 
each company uses these data differently, depending upon the 
sophistication of its marketing management. 

The basic need is to make sense out of the relationships be- 
tween and among sales, inventory, and production so that manage- 
ment is in position to perceive the signs of important future 
changes in the market place before they become a problem. 

Data are reported weekly and the fluctuations may be so wide 
that management may be mislead. This is minimized by using a 
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four weeks moving average for current as well as the preceding 
year’s data. Moreover, because of the fluctuations in Association 
membership reporting and the subsequent corrections, the year- 
to-date figure is usually the soundest. Normally weekly and 
monthly reports are so constructed as to reveal comparisons be- 
tween current and preceding year’s figures. These data may also 
be used to measure market penetration by model classification. 

Some analyses of inventory/sales ratios may be also employed 
to reveal a company’s position as compared to that of the industry. 
As the data are amassed over a period of years, it is a relatively 
simple matter to compute the seasonals which become an integral 
part of planning distributor showings and serve as a basis for an- 
nual projections of monthly forecasts, 

It is impossible to give in detail the kinds of problems which 
are faced by the marketing research manager in this industry. 
This paper has merely touched upon those which the writer be- 
lieves would have the greatest general interest. At the same time, 
it may indicate partially the scope and nature of the marketing 
research activity. 

One of the most important results of this activity has been the 
increase in marketing efficiency. The market research manager 
has been accepted as a member of the marketing team and plays 
an important part in helping management construct the marketing 
plan and the basic strategy needed to make it effective. 


Part Three 


TOWARD MATURITY IN 
MARKETING THEORY 


A. General Considerations of Theory 


13. HOW MATURE IS OUR 
MARKETING PHILOSOPHY? 


Reavis Cox* 


The broadening of marketing, our increasingly sophisticated 
tools of analysis, and a general interest in developing an 
integrated discipline seem to indicate that marketing is 
becoming more mature. However, when we consider how 
little economics is genuinely appreciated, how seldom it is 
used in marketing, and how narrow is our concept of other 
methods of economic organization, our field still seems to 
be in its infancy. Marketing, including the philosophy 
upon which it is based, is probably "maturing"; but it has a 
long way to go. 


HERE are essentially two questions to which I should like to 

address myself this afternoon: (1) What do we mean when we 
say that in marketing we have a maturing discipline guided by a 
maturing philosophy? (2) Why do we say ‘‘maturing’’ rather than 
‘‘mature’’? What I shall have to say on these matters represents 
a response to at least five rather specific influences that have 
come to bear upon me within the recent past: 

1. The titles of the present conference of the American Mar- 
keting Association— Marketing: A Maturing Discipline—and the 
various sessions it covers. 

2. A little book by Kenneth E, Boulding entitled The Skills of 
the Economist.' 

3. A considerably more ambitious book by Karl Polanyi and 
some of his colleagues at Columbia University entitled Trade and 
Market in the Early Empires.” 

4. The rapidly developing effort of the American Marketing 
Association to develop its programs in international and compara- 
tive marketing. 


*Reavis Cox, Professor of Marketing, University of Pennsylvania. 


1. Cleveland: Howard Allen Co., Inc., 1958. 
2. Glencoe, Ill.: The Free Press, 1957. 
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5. A thorough revision of our curriculum in the Wharton School 
of the University of Pennsylvania. This revision is covering all 
levels of our program—undergraduate education in business and 
several of the social sciences, similar education at the graduate 
level, and graduate education for teaching and research. 

Let me take these five influences up in succession and see how 
they bear upon the two questions I have raised. 


Theme of the Present Conference 


The program for the meetings here in St. Louis inevitably 
gives us a sense of achievement. Over the years during which 
marketing has been a subject matter formally and explicitly cov- 
ered in the curricula of collegiate schools of business, we have 
steadily expanded the area we put under the term. At various 
times and places we have incorporated into it selling, sales man- 
agement, advertising, retailing, wholesaling, agricultural market- 
ing, industrial marketing, marketing research, and so on. Now we 
are engaged in an energetic process of trying to absorb such eso- 
teric topics as operations research, mathematics, game theory, 
simulation, decision rules, and model building. Where we used to 
talk primarily about what businessmen do and how we can help 
them do it better, we are now talking about professionalization, 
morality, social responsibilities, and the ways people in other 
economies do their marketing, special emphasis being placed on 
the Soviet Union. 

Particularly important is the developing belief that we can tie 
all these diverse elements together into one intellectual discipline 
or theory. It is no doubt significant that this intellectual effort 
has appeared simultaneously with the emergence of the so-called 
marketing concept as a basis for organizing the sorts of work with 
which we are concerned. Equally significant, no doubt, is the 
apparent fact that businessmen seem to be having about as much 
trouble in defining what they mean by ‘‘marketing’’ and in tying 
the responsibilities it embraces into a unified job assignment as 
we are in trying to arrive at an intellectual integration of the con- 
cepts involved. 

However all this may be, if a broadening of the area of market- 
ing, if an increase in the subtlety and sophistication of the instru- 
ments used to survey it, and if the tying together of a vast multi- 
tude of techniques and ideas into some kind of integrated whole—if 
all these constitute a growth in maturity, then we are indeed be- 
coming much more mature. We have come a long way since 
descriptions of courses in marketing first broke into the college 
catalogues half a century or more ago. 
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Boulding’s Conclusion 


If we look at some of the things Boulding has to say, our sense 
is likely to be one of frustration rather than achievement. In our 
relations with the formal discipline of economics we are not sure 
what road we are on, how far we have come along it, how much 
mileage still lies ahead of us, or where we shall be when we reach 
the end. I presume that most of us give at least lip service to the 
idea that among the social sciences economics is the one most im- 
portant and most useful in the study of marketing. Certainly a 
great many of us have been subjected to fairly substantial doses 
of economics in our graduate training. No doubt in our turn we 
subject our students to a similar regimen of economic reasoning. 
It is no accident that we meet year after year in alliance with a 
number of other professional groups that cluster aroundthe Amer- 
ican Economic Association. Many of us, if asked, probably would 
say that we are economists. We might or might not specify that 
we are applied economists. Certainly we should claim some rea- 
sonably close kinship to the economic profession. 

Yet I have very serious doubts as to either the effectiveness or 
the sincerity of the interest most of us have in formal economics. 
It is rarely tactful and never prudent to say something of this sort, 
but I feel that if we want to be considered mature we must be 
completely honest with ourselves as we look at what is happening 
to marketing. Candor compels me to assert that for far too many 
graduate students formal economics serves a function like that of 
foreign languages in their progress toward the doctorate in schools 
that still have a language requirement. It is supposed to bea 
discipline the students master and use but it is really little more 
than a hurdle to be scrambled over and forgotten promptly. 

Who among us can honestly say that any considerable number 
of his students, graduate or undergraduate, see a close relation- 
ship between economics as they learn it in formal courses and 
what they are supposed to do in the study and practice of market- 
ing? I believe it to be true that few students of marketing see any 
real need for economics either in their studies or in their sub- 
sequent professional activities. It must be admitted, also, that 
they see very little use being made of formal economics by their 
teachers or employers. 

Boulding expresses what is, I am sure, a widespread opinion 
when he says that theoretical economics has made less contribu- 
tion to the management of affairs than, say, psychology or sociol- 
ogy. He adds bluntly that if much of what economists say is gib- 
berish to the businessman, it is also true that much of what 
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students of management say to the economists is platitudes and 
maxims concerned with unimportant problems. 

And yet we find ourselves satisfied with neither the extreme of 
marriage to economic theory nor the opposite extreme of divorce 
from it. So we continue to struggle with the problem of working 
out a relationship in which a friendly and mutually helpful con- 
sideration of the problems raised by business can be maintained. 
At the moment, perhaps the most conspicuous embodiment of these 
efforts is the continued search for a meaningful managerial eco- 
nomics that we can bring to bear upon our problems in marketing 
and other areas of business management. 

Whether all this constitutes a maturing discipline is a nice 
question. Perhaps it can best be described as achieving a sort of 
intellectual adolescence. We are not completely happy in the home 
of our fathers but are doubtful of our ability to build a better one 
for ourselves. Meanwhile, we continue to live with our intellectual 
kinfolks in a state of mutually uneasy tolerance. No doubt we 
shall find, like all adolescents, that this phase of our growth will 
pass and we shall, in due course, make our peace with economics 
on whatever basis seems appropriate. We may continue to live in 
one of its many mansions; but we may also find it necessary to 
make a break and go off, possibly to a far country, to build for 
ourselves. 


The Polanyi Thesis 


Polanyi and his associates also make some strong statements 
about the limitations of formal economics when applied to em- 
pirical events. They define economics as a logic of rational ac- 
tion concerned with choosing means in relation to ends under the 
postulate of scarcity. They visualize economics, in other words, 
as an attempt to set up a system of rational rules for making 
choices in an environment where choices are necessary because 
there are not enough means to go around to all of the ends man- 
kind would like to achieve. This part of economics, which Polanyi 
and his fellows call ‘‘formal economics,’’ is in no sense a de- 
scription of the real world. It is essentially a system of logic that 
can be applied to any situation in which a choice must be made. 
The application of this logical system to the world of affairs is 
‘feconomic analysis.’’ These authors maintain, however, that 


3. Kenneth E. Boulding, The Skills of the Economist (Cleveland: Howard Allen 
Co., Inc., 1958), pp. 32-33. 
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economic analysis has been limited in practice because economists 
have contented themselves with spelling out what rational people 
would do in only one kind of economy—the market economy of 
Western Europe and North America during the late eighteenth and 
nineteenth centuries. For long stretches of mankind’s history and 
in most of the world other kinds of economies have predominated. 
Even where the market economy once prevailed, it began to crum- 
ble away in the late nineteenth century and may be replaced in due 
course by something else. So, the applicability of the conventional 
economics in which most of us were trained is very narrow. Most 
marketing people, I suspect, would add a further stricture to the 
effect that even within his narrow framework, the academic econ- 
omist has tended to work largely with hypothetical firms and es- 
tablishments and has done very little with applying his postulates 
and theorems to the empirical world. 

Boulding adds yet another limitation to the restrictions econo- 
mists have put upon their work. The economist, he says, assumes 
that an individual or firm wants to maximize something, the as- 
sumption commonly made being that this something is either utility 
or profit. The logic of choice then becomes a problem of deter- 
mining which particular combination of the variables subject to 
manipulation will maximize the controlling variable. When nothing 
further can be done to increase the controlling variable, the situa- 
tion is by definition one of equilibrium. The objective of the firm 
or the individual is assumed to be equilibrium in that sense. 

The vast intellectual structures based upon marginal analysis 
with which we all presumably are familiar is the end product of 
this approach to economic affairs. Boulding adds a further com- 
ment that many of his fellow economists will no doubt dispute. 
This is that marginal analysis ‘‘appears to be more of a front 
porch than an integral part of the edifice of economics. Itisa 
large and imposing porch trimmed with fine arches and handsome 
diagrams, but it could be torn down and a different structure 
erected without seriously affecting the main building.’’* He warns, 
however, that economists are not likely to tear this structure down 
until they find a way of constructing something better. In any 
event, it remains true that with many of those whose work falls in 
the so-called applied fields, such as marketing, the amount of ex- 
posure they get to formal economics is likely to leave them with 
the impression that what Boulding calls the porch is the main 
structure of economic theory. 


4. Ibid., p. 33. 
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Other Forms of Economic Organization 


This is neither the time nor the place to explore the validity of 
the observations made by Boulding and Polanyi concerning formal 
economics. We shall have to struggle with them as we try to fit 
economics into our programs of research and education for mar- 
keting or alternatively to eliminate it or at least to reduce its 
scope and importance in these programs. Here I should like to 
turn to some other ideas in the Polanyi book that seem to me to be 
particularly significant in our efforts to determine how far along 
the road toward maturity we have been able to bring our particular 
discipline. These bear strongly upon our growing interest in other 
economies, 

When we think of marketing as a form of economic organization 
or activity and try to define it formally, we do well to start by 
bringing to mind the activities that grow out of what I like to call 
‘feconomic onesidedness.’’ That is, we look at the particular sys- 
tem of production in which we live—a system that makes each in- 
dividual a very narrow specialist concerned with only a small part 
of the total economic activity that is necessary if he is to survive. 
We know that in order to counteract this method of organizing pro- 
duction we must have an intricate system of exchange between and 
among individuals whose immediate work is concentrated ona very 
narrow part of the possible range of economic activities. 

Because of an unthinking tendency to believe that our ways are 
universal, we tend to think of all this trade as falling into the pat- 
terns characteristic of our own society in our own time. We tend 
to think that it is normal, even necessary, for trade to be con- 
ducted through organized markets at prices determined by higgling 
and bargaining, with the traders making profits or taking losses 
out of differences in the prices at which they buy and those at 
which they sell. Furthermore, we tend to think of the natural or 
normal process as being one in which the economy as a whole is 
integrated through a self-regulating system of prices. Some such 
attitude as this stands back of our all-too-eager willingness to ex- 
port our ‘‘know-how’’ to others without stopping to think very 
much about whether they want it or can use it in their social en- 
vironment. 

The central point Polanyi and his associates make that should 
interest us as marketing men is a denial of assumptions of this 
sort. Our way of integrating our economy, they say, is only one of 
several possible ways. They list three ways in which economies 
with quite high degrees of economic specialization and a conse- 
quent need for the interchange of goods and services among many 
people, have been integrated in the past. 
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The first of these they call reciprocity. It is characterized by 
a two-way, or round-the-circle, or symmetrical organization. In 
such an economy specialized groups provide the various goods and 
services, which may include agricultural or other extractive ma- 
terials, processed goods, and religious, educational and govern- 
mental services. What each puts into the economy’s product and 
what each receives from it is determined, however, not by buying, 
bargaining, selling, and the like, but by convention and custom. 
The allocations of work and of product made in such a system are 
closely related to social structures and institutions we in this 
country would think of as being quite foreign to the market—struc- 
tures of kinship, caste, rank, status, and so on. 

You will perhaps recall the story about what happened in an 
Indian village when someone brought in sewing machines to facili- 
tate the preparation of clothing and other textile products by the 
women of the various households. The people who had previously 
done the village’s sewing were left without work. Ina strictly 
competitive society they would simply have been eliminated from 
the economy for the time being. Eventually economic pressure 
would have forced them to find other work for themselves or to 
starve. In the Indian village they retained their right to a share of 
the produce of the village as a whole. What they were entitled to 
receive from the economic activities of their fellows was not re- 
lated in any direct way to what they contributed, and what they 
contributed was determined not by the market demand for it but by 
a long tradition closely related to the caste system. In the long 
run, no doubt, such a system would break down if what we should 
call its unemployed and parasitical members became too numer- 
ous. At least in the first instance, however, they continued to be 
carried along under the system of reciprocity. 

The second system of integrating an economy is denominated 
redistribution. It is described as an organization of units clus- 
tered around a center. In more formal language its basic char- 
acteristic is centricity. In this system, the product of the economy 
is brought together, sometimes physically but sometimes only in 
the sense of control or possession. Then it is redistributed ac- 
cording to established conventions. 

Here again an example can be taken from Indian village life as 
late as the nineteenth century. The grain produced by members of 
the village on the lands that were available to it was physically 
brought together at some appropriate place. Each of a consider- 
able number of individuals took a predetermined share out of the 
available supply. In some circumstances, at least, this might be 
done literally by having a container of some sort which each 
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individual in his turn dipped into the heap a specified number of 
times, taking his proportionate share on each round until the total 
had been absorbed. There was no buying, no selling, no prices. 
The shares were set not by higgling and bargaining, but by custom. 

The third system of integration is denominated exchange. Here 
the primary reliance for integration of the economy is made upon 
price-making markets. The organization is described as one of 
randomized action. That is, each unit in the economy seeks out 
the lowest price offered by a seller of what it wants and the high- 
est price offered by a buyer of what it has to sell. The mecha- 
nisms of control described and worked out in enormous detail by 
the economic theory with which we are familiar now begin to come 
into existence, and the possibility of a true market economy 
emerges. 

Several qualifications concerning this formal classification of 
economies should be noted. The authors do not offer it as a com- 
plete listing of all possible ways in which a society of specialists 
can organize itself. Other forms of integration may remain to be 
discovered or even invented. 

Furthermore, this is not a mutually exclusive classification of 
societies. Elements of reciprocity, redistribution and exchange 
can be mingled in any one society at any one time, even though one 
of them may be overwhelmingly dominant in a particular time and 
place. In our own society, for example, although the market econ- 
omy is overwhelmingly dominant, there are very important excep- 
tions to it. Within our families, for example, we do not rely upon 
markets to distribute what is available among those who are to use 
it. Here we have large elements of reciprocity. 

Correspondingly in our elaborate structures of social security 
and relief, we have large elements of redistribution. The essence 
of social security is that government agencies take over signifi- 
cant amounts of the product of our economy and redistribute it 
from those who are presumed to have more than enough to those 
who are presumed to be in need. For at least short periods the 
needy are provided with sustenance without regard to whether or 
not they are contributing currently to the economic output. In our 
system of national income accounting we may prefer to call these 
transfer payments; but they are in essence a form of redistribu- 
tion. 

Finally, these authors, in presenting their scheme of three 
types or systems of economic organization, do not pretend to de- 
scribe an historical sequence. It is not to be assumed that socie- 
ties always pass successively through the three phases as they 
move from what we nowadays would call underdevelopment to full 
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development. How a particular society has come to organize its 
integrating system in a particular way is a subject that needs to be 
explored specifically before anyone can make very confident state- 
ments. What it does seem to depend largely on are sociological 
factors—the particular institutions, customs, traditions, mores, 
and folkways that characterize it. The choice apparently is not a 
result of exercising economic rationality alone, or even primarily. 

In passing, let me note one or two other upsetting ideas these 
authors develop as a result of looking at what records we have 
concerning the growth and development of economies. A very im- 
portant one is that societies sometimes have phenomena that look 
like prices but are not really so. To confuse them with prices can 
easily lead to misunderstanding and misinterpretation. The pseudo 
prices to be observed in records of many societies are called 
equivalencies. Both in the remote past and the relatively near 
past, or even in the present, examples can be found where goods 
are exchanged regularly at fixed ratios that prevail for long peri- 
ods and are set by custom, convention or administrative fiat rath- 
er than by bargaining. An example, taken from another source, is 
exchange between groups of wood gatherers and fishermen around 
one of the major lakes in Mexico. For long periods fish and wood 
exchange in fixed ratios. There is no day-to-day fluctuation in 
this ratio, no ‘‘clearing of the market’’ by price reductions. The 
interposition of money is not necessary. Obviously what we have 
here is something very different from a price system as we know 
it. 

These authors also find records of trade in various historical 
periods in which the number of traders is large and something 
exists that looks very much like our market organization but 
where the traders do not buy and sell for themselves in the hope of 
making a profit out of price differences. They trade on equiva- 
lencies set by administrative or other authority or by convention 
and custom, and their reward is some sort of commission or fee 
that does not depend on the ratios of exchange established. 

Even more striking to us, perhaps, is the discovery of the au- 
thors that substantial amounts of trade, and particularly of what 
we would call international or interregional trade, are possible 
without having markets in any formal sense. The authors point 
out that one of the striking characteristics of some cities whose 
remains have been excavated by anthropologists in various parts 
of the world is the absence of any market place. Yet other evi- 
dence can be found to prove that there was a considerable amount 
of trade in one form or another. Thusan important trade in slaves 
and in many other ‘‘elite goods’’ was commonly carried out in 
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ancient times, and even in relatively recent times, without formal 
market organizations. Particularly interesting are what they call 
ports of trade as devices by which buying and selling of this sort 
could be conducted. 


Implications to our Marketing Philosophy 


All of this is very controversial. There will no doubt be much 
argument and debate among scholars over the ideas presented. 
The debate presumably will cover not only the details of what 
these authors say but the principles that they have tried to develop 
from their analyses and investigations. We can leave all this to 
one side here today. What is important for us is the implications 
of such studies for a mature philosophy of marketing. 

Clearly, if we are to understand marketing we must try to paint 
our picture of the marketing aspects of the economy on a much 
larger canvas than we have been satisifed to use heretofore. It is 
not enough to take as given the particular society in which we 
happen to live and to analyze out as best we can what it does and 
how it does it or how it can be made more effective in its work. If 
we are really to understand it we must study origins, developments 
and alternatives, as well as painstaking descriptions of what it is. 

In doing this sort of study we shall have to draw more freely 
than we have in the past upon social sciences other than eco- 
nomics. This development may carry with it a more explicit ac- 
ceptance of the idea advanced by Boulding that we are more de- 
pendent upon these sciences than upon economics. Perhaps we 
shall not go so far but shall continue to think of economics as our 
closest relative and so entitled to somewhat more consideration 
in our programs of training and analysis than are the other social 
sciences. I strongly believe, however, that we shall see before 
long a formal development of programs leading to the doctorate 
that will permit students to build upon training in sociology, psy- 
chology, anthropology, perhaps history, and certainly mathematics 
and statistics, instead of economics. 

As we try to find out why our particular marketing system has 
grown up and become dominant with us, we must be prepared to 
accept that fact that there are many other possible systems about 
which we must inform ourselves. More importantly, we must be 
prepared to accept it as a fact that other systems, while they are 
different, are not necessarily either better or worse than our own. 

In doing all this we in effect express a judgment that this as- 
pect of our marketing philosophy is still far from mature. It can 
more properly be describdd as being in its infancy, with a long 
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way to go before it achieves even the adolescence at which we 
have arrived in other aspects of our discipline. 

The current turmoil over curricula in schools of business 
comes in appropriately at this point because I believe that, at 
least insofar as marketing is concerned, much of the dissatisfac- 
tion with what we have is attributable to a more or less vague 
feeling that we have circumscribed ourselves too narrowly. As 
teachers of marketing we have two basic jobs todo. We must 
teach marketing as management; this means that we must try to 
equip our students to go out into affairs so trained that they can 
operate the machine effectively. At the same time we must teach 
marketing as understanding; here we must be concerned with 
problems such as how the machine came into being, how it can be 
improved, and what alternatives there are to it. Perhaps we 
should emphasize management more in our professional or voca- 
tional programs of undergraduates and for graduates who want to 
go into business, whereas we should emphasize understanding 
more for those who want to go into teaching and the more abstract 
forms of research. Both aspects of our discipline, however, must 
be covered. 

We shall also need to remember that we have not progressed 
evenly and equally toward maturity on all fronts. In marketing as 
management, perhaps we have at least reached adolescence. In 
marketing as understanding, I think it is fair to say that we are 
still children with a large and exciting world lying about us to be 
explored. In every direction we look there are entrancing vistas. 

So we return at last to the questions with which I started. As 
students and teachers we have traveled a long way from where our 
predecessors stood when they introduced into academic life the 
word ‘‘marketing’’ that we still have so much difficulty defining to 
everyone’s satisfaction. Perhaps the very difficulty of defining it 
is evidence both that we are making progress and that we still 
have far to go. So it is appropriate that we should speak of a ma- 
turing rather than a mature philosophy of marketing. Which is 
just as well, because it means that even the youngest of us should 
find in this field opportunities for a rewarding full lifetime of 
study, teaching, and research. 
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14. THE PROVINCE AND FUNCTION 
OF MARKETING THEORY 


Kenneth S. Carlston* 


A structure for organizing the future creative development 
of marketing theory and a number of concepts which will 
be useful to it for its growth and for access to other social 
sciences as a means for its growth are suggested. The prov- 
ince of marketing theory is defined. The function of mar- 
keting theory is stated. A set of principles and propositions 
is elaborated to make these concepts more explicit and 
useful. A theory of action based on the concepts of lead- 
ership, administration, and control is proposed as the foun- 
dation of these principles and propositions. 


T is my purpose to arrive at a statement of the province and 

function of marketing theory which is based on a theory of ac~ 
tion in the individual and a general theory of organization de- 
veloped therefrom. In my statement of theory, I am trying to 
arrive at a perspective from which the marketer may view his 
province or domain and a basic normative criterion for evaluating 
his findings. The threads which I shall be weaving together to 
create a pattern or design for ordering marketing theory are 
drawn from the literature of marketing and the relevant social 
sciences. I want to find a standpoint from which marketing theory 
will view and state its problems. I want to find a place where I 
can look at the domain of marketing as a whole. As a theorist, I 
don’t want to become the captive of the business manager’s or the 
consumer’s view of the market. I don’t want to skewer the data of 
marketing into a set of principles and propositions based solely 
on the way either the business manager or the consumer would 
view the market. I want an overview of business organizations and 
consumers interacting in a market environment. I want to arrive 
at a structure for marketing theory which will interrelate its sev- 
eral parts and create an order for them. I want to state a set of 
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interdependent principles and propositions upon which the further 
growth of marketing theory may be based. To do this, I must have 
a clear perception of who are the actors in the market environ- 
ment, what they are doing in that environment, how I shall charac- 
terize that environment and how I shall appraise or evaluate action 
in that environment. 

This can only be partially accomplished in a few remarks in 
the course of this afternoon’s discussions. There area few salient 
ideas I would like to bring to you. 

I affirm that the province of marketing theory is the action of 
business organizations and consumers in their joint adaptation to 
the market environment in transactions and related activities with 
a view to realizing their respective values. As we listen to this 
statement, each of us will give it just as much meaning as its 
terms evoke from our respective backgrounds of experience. Your 
question to me is, and rightly so, ‘‘Whatis your meaning?’’ 

The first proposition that I wish to affirm by way of an answer 
to that question is that the very first step in the creation of any 
science is the statement of its area of concern or its boundaries. 
When it has done so and has started to develop its body of postu- 
lates, principles and propositions, it will find that insights and in- 
spiration flow to the investigator from his particular heritage of 
the entire body of knowledge the culture has created. No science 
exists or grows in isolation. To know your own discipline is to 
know all that are germane to it. This last statement is one which 
is most apt for marketing theory, to which the social sciences, 
and notably the behavioral sciences, have somuchto contribute. 

The second proposition that I wish to affirm, now that we have 
stated the province or domain of marketing theory, is that market- 
ing theory must stand above business organizations and consumers 
and view them from a perspective in which they are seen to be 
engaged in patterns of interaction in a market environment. 

Marketing theory based on and limited to data concerning or- 
ganizational behavior will be confined to the perspective of the 
group or organization. Marketing theory based on and limited to 
data concerning consumer values and motivation will see the do- 
main of marketing through the eyes of the consumer. Admittedly, 
an enormous amount of information is available for each such ap- 
proach to marketing theory. Each such approach is a necessary 
part of marketing theory. Marketing theory, however, will not 
reach its full potentialities for growth unless it makes each such 
approach a part of a larger whole and establishes a vantage point 
from which it overviews the whole of its province. A science has 
no greater potentialities for growth than the way it views and 
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states its problems. When we take up later the business organi- 
zation and the consumer as actors in the market environment, 
we must keep this point in mind. We must not let our statement 
of theory be arrived at solely through the eyes of either actor. 

We shall now explore a number of implications of our state- 
ment of the province of marketing theory. The first group of 
these center about the fact that we are concerned with the adapta- 
tion of the business organization to the market environment. This 
means that we are concerned with decision-making in the market- 
ing phase of action of the business organization. We all know that 
decision-making in management in the organization as a whole is 
concerned with leadership, administration and control. This is 
true simply because these are fundamental aspects of action which 
become institutionalized or concretized in the organization. Let 
me develop this thought, the principle that management decision- 
making in an organization is simply a broad amplification of the 
ultimate elements of action in the individual. 

In behavioral terms, action in an individual may be said to 
embody (i) the creative or exploratory phase, (ii) the performance 
phase, and (iii) the control or appraisal and regulative phase. 
None of these phases is neatly separated out from the other. They 
take place in a continuum in the individual. As an individual per- 
forms, he at the same time appraises or evaluates past action, 
with a view to the future control of action, and he explores or re- 
hearses possible action, with a view to creating action. 

The creation of future action is institutionalized in the business 
organization in the leadership phase of management. The per- 
formance of action in an organization is institutionalized in ad- 
ministrative phase of management. Leadership relates the present 
to the future, it is concerned with planning action to meet future 
variables. Administration accepts the decisions of leadership and 
coordinates present action to attain the broad, future goals indi- 
cated by leadership. The control phase of action is institutional- 
ized in decision-making which verifies and appraises past action 
with a view to reshaping future action. 

Leadership creates the idea for action, administration deter- 
mines the physical content of action and control reflects upon and 
regulates action. 

You will want to ponder and consider in detail the definitional 
statements we have been making. There is more to them than 
meets the eye or, more exactly in this setting, the ear. Now that 
we have made them, we can return to our earlier point that mar- 
keting theory is in part concerned with decision-making in that 
phase of an organization which involves its adaptation to its mar- 
ket environment. 
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We now find the simple fact to be—and this is my third prop- 
osition—that marketing decisions in a business organization char- 
acteristically embody, for the particular sphere of marketing, the 
same types of decision-making as are found in the top level of 
management for the organization as a whole, namely, leadership, 
administration and control. Let us see the implications of this 
proposition as we state and develop our following propositions. 
As we do so, we shall demonstrate its validity. 

My fourth proposition is that marketing theory is concerned 
with the exercise of leadership in a business organization in its 
adaptation to the market environment. 

Marketing leadership theory never accepts the ‘‘is’’ of organ- 
izational behavior as the final criterion of its rightness and valid- 
ity. It always tests the ‘‘is’’ as to its suitability for the future. It 
is concerned whether the ‘‘is’’ of products and services in a mar- 
ket environment adequately enables the actors in that environment 
to realize their respective values and whether the ‘‘is’’ should be 
changed. It is concerned whether the ‘‘is’’ of the existing supply 
of goods and services should be added to or modified. We shall 
see later how this aspect of leadership is tied in with the control 
phase and thereby creates a cycle of decision-making. 

Leadership ensures that the organization will be geared to pro- 
vide a preferred form of participation by consumers as a means 
for realizing the values they cherish tomorrow as well as today. 
Leadership in marketing, for example, would foresee the emer- 
gence in our culture of the value of beauty and sensory pleasure, 
as well as function, in products and reshape products to embody 
that value before dwindling market share compelled such action. 

Fifth, marketing theory is concerned with the performance of 
administration in a business organization in its adaptation to the 
market environment. 

Whereas marketing leadership theory finds it mooring place in 
the world of the future, marketing administration theory finds its 
mooring place in the world of the present. Yet, marketing leader- 
ship theory and marketing administration theory are phases of a 
single whole, the adaptation of the business organization to its 
market environment. And this ‘‘single whole’’ is part of a still 
larger whole, that is, marketing viewed as business organizations 
and consumers interacting in a market environment. 

The theory of marketing administration is concerned with those 
principles and propositions derivable from the behavior of busi- 
ness organizations as they in fact adapt to the market environ- 
ment. The planning stage is now at anend. We are in the world 
of reality, the world of operations, Plans have ‘‘jelled’’ or are 
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‘frozen.’’ The irreversible commitment to action has been made, 
The typical closing words, ‘‘This is it, boys,’’ have been spoken, 

Advertising and sales theory are accordingly a part of market- 
ing administration theory. Both are concerned with phases of the 
distribution of a given product or type of services to consumers. 

Advertising theory, however, is not wholly confined to com- 
municating to the consumer nor is sales theory wholly confined to 
the sales transaction and its related activities. Both should relate 
themselves to the entire province of marketing. For example, ad- 
vertising theory should be concerned with developing a body of 
principles and propositions bearing on effective communication 
from consumers to the business organization of departures from 
the communicated image or message of value-realization by the 
actual transaction and related activities and ensuing consumption 
behavior, which in fact take place. Such a body of principles and 
propositions and such a channel of communication from consumers 
to the organization would be part of the theory of control in adver- 
tising. It would provide leadership and administration in the busi- 
ness organization with information concerning decision-making 
whether to change the content or manner of its communication to 
the consumer itself or to change the actual character of the goods 
or services. 

Sixth, marketing theory is concerned with the performance of 
control in a business organization in its adaptation to the market 
environment. 

Control is concerned with the appraisal of past action to ascer- 
tain whether (i) goals have been reached, (ii) whether they have 
been reached economically, and (iii) whether experience demands 
that goals of means be shaped anew. Control not only ensures ad- 
herence to desired patterns of behavior, it raises the question 
whether those patterns must be changed or new ones substituted. 
The control phase of action in an organization thus feeds into the 
leadership and administration phases. Control continually com- 
municates information to leadership and administration about how 
well the organization is performing and about changes in the mar- 
ket environment and the society to which it must adjust. 

It is one of the functions of the theory of marketing control to 
provide a scientific basis for the origination and evaluation of 
marketing legislation. To what extent is our existing legal struc- 
ture of control of business behavior leading us in undesirable di- 
rections? To what extent does it reflect outmoded assumptions? 
These are the questions for which a theory of marketing control 
should provide empirically based answers. 

Seventh, marketing theory is concerned with the realization of 
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values by consumers through participation in the system of action 
of a business organization in a transaction and related activities. 

Marketing thought today realizes that decision-making in the 
business organization must be directed to the satisfaction of the 
desires of consumers or enabling the realization of consumer 
values or preferences. Variance in marketing theory on this 
point exists only in the degree to which this fact is made a central 
aspect of theory. We submit that the most important single 
criterion of management success is the degree to which the re~ 
sources of the firm are coordinated so that it becomes a pre- 
ferred means of participation by consumers in order to realize 
their values as embodied in transactions and related activities. 

Eighth, the function of marketing theory is the determination of 
the conditions in which a fixed quantity of energy in the business 
organization, in its adaptation to its market environment, can be 
used so as to provide the consumer with an opportunity to achieve 
a realization of his values to a degree not otherwise possible by 
participation in the system of action of such organization ina 
transaction and related activities. 

We have heretofore laid down the province of marketing theory 
and the perspective from which it views its domain and finds its 
unique character. We now endeavor to define a single basic norm 
to which marketing theory should adhere. We now seek a basis 
for the normative evaluation of the principles and propositions of 
marketing science. 

The significant phrase in the above principle is ‘‘the determin- 
ation of the conditions in which,’’ The functionof marketing theory 
is thereby seen to be a unique phase of the function of leadership, 
administration and control in a business organization. Its prov- 
ince is that phase of leadership, administration and control which 
is concerned with the adaptation of the business organization to 
the market environment. Its function is to determine the condi- 
tions in which the organization can provide consumers with a mar- 
ket environment to which they may adapt and thereby maximize 
the realization of their values as against competing possibilities 
for adaptation. 

We are now in a position to affirm the true position of the con- 
cept of efficiency in marketing theory. It is as follows: Efficiency 
in the use of the resources of a business organization is a concern 
of marketing theory to the extent that the constant effort of mar- 
keting theory must be to state those conditions in which the differ- 
ence between what is accomplished and what might be accom- 
plished with a given quantity of the resources of a business 
organization may be brought closer together. Accomplishment 
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here represents the degree to which the overriding goal of the 
business organization is attained. That goal is to provide con- 
sumers with an opportunity to realize their values to a degree not 
otherwise possible by participating in the system of action of the 
business organization in a transaction and related activities. 

It is through the orientation of the action of the business or- 
ganization to the values and demands of the consumer that the 
organization finds its firm lodging place in the market environ- 
ment and soil for its growth. It is the consumer to whom it must 
adapt in a free enterprise economy. Among the publics which it 
serves, the consumer is preeminent. 

Ninth and finally, the above set of principles and propositions 
not only provides a standpoint from which the hierarchy of the 
relationships between the several parts of marketing theory may 
be brought into perspective and order but it also facilitates in- 
quiry into those social sciences which can contribute to the growth 
of marketing theory. Among such sciences are psychology, soci- 
ology, anthropology, management theory and public administration. 

What have we done? We have provided a structure for organ- 
izing the future creative development of marketing theory anda 
number of concepts which will be useful to it for its growth and 
for access to other social sciences as a means for its growth. The 
province of marketing theory was defined to be the action of busi- 
ness organizations and consumers in their joint adaptation to the 
market environment in transactions and related activities with a 
view to realizing their respective values. The function of market- 
ing theory was stated to be the determination of the conditions in 
which a fixed quantity of energy in the business organization, in its 
adaptation to the market environment, can be used so as to provide 
the consumer with an opportunity to achieve a realization of his 
values to a degree not otherwise possible by participation in the 
system of action of such organization in a transaction and related 
activities. A set of principles and propositions was elaborated to 
make these postulates more explicit and useful. A theory of action 
based on the concepts of leadership, administration and control 
was made the foundation of the set of principles and propositions. 

I shall in a later publication give more content and meaning to 
my statement of theory than I have here. Until then, may I express 
my warmest pleasure and gratitude for inviting me to participate 
in your proceedings and for joining me in this particular intellec- 
tual venture. 
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15. AVOIDANCE OF DIRECT 
COMPETITION AT THE 
RETAIL LEVEL 


Lawrence C, Lockley* 


The opportunities for genuine competition at the retail 
level seem unlimited. However, there appears to have 
been an almost universal tendency on the part of retailers 
to avoid direct price competition. Private branding, fair 
trade laws, the Robinson-Patman Act, and standardized 
store procedures give evidence of this tendency. Likewise, 
we see no very effective efforts to compete on a non-price 
basis. A theory of institutional replacement is suggested 
which poses the proposition that there is a natural reluc- 
tance of consumers to support high cost retail institutions. 
Since the almost inevitable result of avoiding price com- 
petition is higher cost, most retailing institutions have 
tended to be replaced by lower cost operations; and, as the 
cycle continues, they, in turn, are displaced by still newer 
types of retail institutions. 


Opportunities for Retail Competition 


HERE are few areas of commerce where the opportunities for 

competition are better than in the field of retailing. Retailing 
is a field in which entrance and exit have been, for the most part, 
uninhibited. Only a few occasions have seen a limitation on the 
establishment of retail stores, and such occasions have been tem- 
porary. Small stores have been opened frequently, even though 
they have opened with very poor prospects for survival. 

Because retailing is the final step of the marketing process, it 
must be performed in places convenient to the ultimate consumer. 
Retailing, then, has been ubiquitous enough to give a large propor- 
tion of stores access to customers; and it may be supposed that 
those stores which are poorly enough located as to deny their 
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proprietors adequate access to customers are so because of the 
lack of wisdom or resources of the proprietor. Inthe same 
fashion, most retailers are able to buy a full range of the mer- 
chandise they wish to deal in, without worrying about restrictive 
agreements between sources of supply and other retailers.’ 

Moreover, the nature of retailing business is such that the 
operator of a store has a wide variety of options in the combina- 
tions of service and price which he can use to attract trade and 
maximize his profit opportunities. The fact that stores vary in 
location and in size does not limit the possibility of competition, 
though these factors may focus competition into a stratified pat- 
tern, 


Tendencies to Avoid Direct Competition 


In spite of what appears to be an ideal basis for competition, 
we find a considerable amount of agreement between various 
classes of stores as to uniformity of action in policies which might 
be the basis of competition and as to steps to prevent direct price 
competition. 

Private Branding. In the first place, retailers have long 
sought an umbrella to protect themselves against price competi- 
tion. The tradition goes back to the days of the craft guilds, when 
price, specifications, materials, and all possible variables were 
not only controlled by guild regulation but were held uniform for 
all craftsmen, so that intentional competition was virtually im- 
possible. In our own day, one of the first efforts to avoid direct 
price competition was the development of private (or more prop- 
erly, distributors’) brands. It was not until our manufacturing 
techniques had made possible the processing of large quantities 
of consumers’ goods, and until advertising was well enough ad- 
vanced to help popularize particular brands that price competition 
on equivalent merchandise became more or less inevitable. Since 
that time, the rise of private brands has been rapid. These brands 
offer equivalent or approximately equally acceptable merchandise 
under the brand-sponsorship of a retailer or a wholesaler. Mail 
order firms, department stores, large chain grocery firms, su- 
permarkets, soft-goods chains, and drug retailing organizations 
have adopted private or distributors’ brands widely. 


1, Some cognizance must be taken of restricted or exclusive distribution poli- 
cies of some manufacturers, but even in such cases, it is a particular brand rather 
than a classification of merchandise that is inavailable to a given retailer. 
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Particularly during the nineteen-thirties, strenuous efforts 
were made to promote the use of government grade labelling as an 
alternative to manufacturers’ brands. One association of some 
eighty smaller food packers maintained an office in New York City 
for a number of years to spear-head a national campaign to ‘‘edu- 
cate’’ food buyers on the preferability of grade labelling to manu- 
facturers’ brands. In an interview with the headquarters staff of 
this organization, the author learned that the purpose of the organ- 
ization was to destroy any price premium enjoyed by established 
brands so that price competition could be avoided or minimized. 

So many private brands have been offered by so many large 
retailers and chain store companies that it is difficult to make 
price comparisons in large sectors of the range of consumers’ 
goods. 

Fair Trade. Another main attack on the possibility of price 
competition came with the fair trade laws. These laws, concern- 
ing as they do the price behavior of local retail establishments, 
had to be state laws. The first is said to be the California Act of 
1931.2, However, the pressure behind the idea of fair trade laws 
was so great that ultimately we had such acts in 45 states. The 
acts in the various states differed only slightly from the original 
California statute. Palamountain’s comment makes the point ex- 
cellently: 


Within an eight-year period, 1933-1940, the National 
Association of Retail Druggists secured the passage of 
resale price maintenance acts in 44 states—half again as 
many as passed chain taxes. In one year alone, 1937, 28 
states passed such laws. That this was a centrally di- 
rected and carefully organized campaign is indicated by 
the fact that the acts of 16 states are closely modeled on 
the California statute, which had been passed at the in- 
sistence of the organized retail druggists of that state, 
and those of 20 states are direct or close copies of the 
NARD’s ‘Model Act.’ These acts were such close copies 
and were pushed through so hastily that 16 states re- 
peated California’s wrongful use of the word ‘content’ 
were ‘container’ was intended, and 11 states actually 
copied a stenographic error in the California act which 


2. Vaile, Crether, & Cox, Marketing in the American Economy (New York: 
The Ronald Press, 1952), p. 426. 
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made an important section of the law unintelligible, sub- 
stituting ‘in delivery’ for ‘any dealer.’$ 


Typically the fair trade acts allowed a manufacturer ora 
wholesaler to establish minimum resale prices for the vendor’s 
merchandise. When minimum resale price agreements have been 
signed by a small number of retailers, the number varying among 
the states, but usually being fewer than ten retailers, and often 
five or seven, these minimum resale prices have the force of law. 

Because some of the merchandise which was ‘‘fair traded’’ 
moved across state lines, federal enabling legislation was neces- 
sary. Sufficiently strong pressure was available to get such legis- 
lation passed. As various of the state courts have upset the laws 
in these states, a new enabling act was needed from Congress; it 
was forthcoming in the McGuire Act of 1952. 

We have, in the history of fair trade legislation, a clear case 
of avoidance of price competition on the part of a number of 
groups of retailers. Of course, the application of minimum pric- 
ing is limited to branded merchandise which can be specifically 
identified. From this point of view, it fits in very well with the 
increased reliance on private or distributors’ brands. The re- 
tailer relying on the established manufacturers’ brands finds him- 
self, when the merchandise is fair traded, unable to cut price; and 
the retailer relying on private brands finds himself not forced to! 

The drug trade was the most active group to push for fair trade 
legislation. One of the most frequent arguments for the support 
of the campaign for fair trade legislation was that retailers would 
price-war themselves into insolvency, thus injuring the economy 
and depriving consumers of a necessary service. Comparisons 
made by the present writer with census figures on the drug trade 
in Missouri and Texas, where fair trade legislation was not legal, 
with figures for the drug trade in various other areas which ap- 
peared to be reasonably comparable suggested that the trade was 
more profitable without the protection of fair trade legislation— 
though it may be it required more managerial ability and industry. 

Robinson-Patman Act. It is probably important to mention 
the Robinson-Patman Act which prohibits price discrimination on 
the part of vendors who sell to retailers. Although the subject of 
price control is so complex a one that no law can cope with it 
adequately or control price discrimination or price cutting com- 
pletely, the interest of retailers in getting the act passed empha- 


3. J. C. Palamountain, Jr., The Politics of Distribution (Boston: Harvard 
University Press, 1955). pp. 235-236. 
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sizes their efforts to prevent the opportunity for price competition 
at the retail level, or at the least, between retailers in the same 
trade classification. 


Uniform Store Procedures 


Even in areas of store operation it is not uncommon to have 
competitive retailers, or retailers who should be competitive, 
acting by agreement. In some cities, possibly in a great many, 
hours of doing business, Sunday openings, check cashing, and other 
customer services are offered only after an agreement among re~ 
tailers, and no retailer offers customer services that his ‘‘col- 
league’’ retailers do not offer. 

Established merchants make every effort, apparently, to avoid 
direct price competition. Even now, local and regional associa- 
tions of pharmacists in Northern California have apparently 
agreed on pricing schedules for prescriptions which not only as- 
sure an adequate gross margin, but also avoid the possibility of 
any direct price comparison or competition.* Currently, the 
Federal Bureau of Investigation and a Federal Grand Jury are in- 
vestigating the possibility of collusive practices. 

By choice of merchandise, by brand policies, by trade associa- 
tion activity, and by legislation when possible, retailers aspire to 
the same freedom from competition among themselves as was en~ 
joyed by the members of the craft guilds. We can look for compe- 
tition only between merchants of different trade classifications. 


Is Non- Price Competition Substituted 
for Price Competition? 


In the absence of price competition, is there any major re- 
liance on non-price competition? That is, do merchants of the 
same trade classifications use elaborateness of store building or 
selling space, advertising, display, and personal selling as a 
means of competing with each other? As Professor Perry Bliss 
indicates,> it is difficult to separate price and non-price competi- 
tion; but the total effect of the ‘‘mix’’ of competitive actions is 
primarily to shift the demand curve to the right, so that the result 
of the ‘‘mix’’ will be the sale of a greater number of units at about 
the same prices. 


4. San Francisco Chronicle, November 23 and November 24, 1960. 
5. Perry Bliss, Non-Price Competition at the Department Store Level, Jour- 
nal of Marketing, April 1953, pp. 357-365. 
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It can be said that the larger retailing units probably watch the 
comparison of their current operating and profit figures with those 
of the previous years more carefully than they watch their com- 
petitors. It is also probably true that, if a retail establishment 
fails to do well, the cause for its failure is more likely to be found 
in its own operations, in its failure to adapt its methods to the 
changing needs of its customers, or to the development of alterna~ 
tive types of satisfaction for retailing needs, than to the competi- 
tive actions of its colleague stores. 


The Theory of Institutional Replacement 


There is one aspect of the train of thought presented in this 
paper, however, which might put retail competition in a new light. 
We may call this aspect the theory of institutional replacement. 

The Department Store. Let us go back to the time of the de- 
velopment of the department store. The merchandise carried by 
the early department stores had been carried by a group of spe- 
cialty shops, for the most part with limited customer services, 
slow stock turn, and cumbersome methods of doing business. 
Typically, gross margin ran around 40 per cent of selling prices. ® 
The department store, which was widely deplored as an unethical 
approach to retailing and one which was destined to put ‘‘honest’’ 
merchants out of business, came into being with a maintained 
gross margin of around 20 per cent of sales.” In fact, in its ear- 
lier days, R. H. Macy & Company operated on a gross margin of 
something less than 18 per cent.® 

It may be said that the high cost and inefficient service of the 
specialty shops which occupied the field when the department store 
developed actually invited the development of a new competitive 
form of retailing. There may, however, have been something a 
little prophetic about the relationship between the old and the new 
forms of retailing, because we shall be able to see it repeated 
again and again. 

The department store, which was able to make a good profit on 
a maintained gross margin of 20 per cent when it was first de- 
veloped as a form of retailing, year by year became more expen- 
sive to operate. Now-a-days a maintained gross margin of 40 per 


6. H. Pasdarmadjian, The Department Store, (London: Newman) p. 9. 

1. p. 18. 

8. R. H. Hower, History of Macy’s of New York, (Boston: Harvard University 
Press, 1943), p. 136. 
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cent is not uncommon, and some of the high-fashion stores may 
show a gross margin of several percentage points more. 

Mail Order. The mail order firm had its start about the 
same time that the department store emerged, but did not, for 
some time, grow to be a competitive factor. Montgomery Ward 
was established in 1872, and Sears Roebuck & Company in 1886.° 
For some period of time, gross margins of leading department 
stores and of the mail order firms seemed reasonably close. 
Steadily the gross margin of the department store increased. 
Early in the nineteen-hundreds, the mail order firms began to 
grow rapidly; and after 1912, the growth was startling. The op- 
portunity for growth was offered the mail order firms, in part, by 
the rising margin requirements of the department stores and, in 
part, by the greater delivery facilities made possible by the in- 
auguration of parcel post in 1912. For a period of time, while the 
department stores began to require gross margins of from 30 to 
35 per cent, the mail order firms seemed to be able to get along 
on a consequentially smaller margin requirement. However, the 
mail order firms began to experience what will come to be the 
familiar increase in gross margin requirement, and now it may 
be that they require at least 35 per cent. 

Corporate Chain Stores. Although chain stores, particularly 
in the food field, had had an early start, they had not begun to de- 
velop rapidly until after the first World War. Then their growth 
was rapid; and by the time of the depression of the nineteen-thir- 
ties, they had come to have more than a quarter of all retail trade. 
Indeed, in the grocery field, by 1929, 38.5 per cent of all volume’® 
went through the chain companies. As the druggists rallied around 
the concept of fair trade, the grocers rallied around the fight 
against chain store taxes which were meant to discourage the de- 
velopment of the chain food companies. To quote Palamountain: 


In 1931, a total of 175 tax bills were introduced, al- 
though only three were passed. In 1933, the movement 
reached its peak with the introduction of 225 bills, and 
the passage of 13. The movement then slowed down and 
ebbed. By 1939, 27 states had passed chain taxes, al- 
though some had lapsed, been repealed, or been invali- 
dated by the courts. 


9. B. Emmet & J. E. Jeuch, Catalogues and Counters (Chicago: University of 
Chicago Press, 1950), p. 20 and pp. 23-26, 

10. J. C. Palamountain, Jr., op. cit., p. 160. 

11, Palamountain, ibid., p. 162. 
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Once again, the established merchants in a particular trade 
classification made every effort to fight off the coming of a new 
form of retailing which would offer them direct price competition. 

Supermarkets. After the chain grocery companies came the 
supermarkets. With the chain grocery companies and with the 
supermarkets, each of the newer forms had its opportunity be- 
cause it could perform the necessary retail services at a lower 
cost, and because the established merchants had tried to avoid 
direct price competition which might have improved their effi- 
ciency. 

‘‘Pine-Board’’ Drug Stores. During the mid-nineteen-thirties 
we saw the development of the ‘‘pine board’’ drug store, so called 
because of the simplicity of the store fixtures. Some of these 
stores actually had pine boards put across saw horses as sales 
counters. Typically, they did not fill prescriptions but solda 
wide range of drug sundries, proprietary remedies, and packaged 
pharmaceuticals. A wide campaign to require the presence ofa 
licensed pharmacist and the growing interest on the part of super- 
markets in drug sundries helped to limit the future of this type of 
retail outlet. 

Discount House. We may mention the discount house, which 
came onto the scene so quietly that its origins are hard to date. 
Certainly there were many discount houses in operation by the 
early nineteen-forties, but the large rash of them did not come till 
the nineteen fifties. Here again, a new form of retailing was given 
an opportunity by the higher margins required by the stores the 
discount house was to compete with. The discount house, however, 
achieved its low margin requirements by a ruthless and even un- 
critical discontinuance of retail services. The non-price com- 
petitive tactics of many of the established forms of retailing had 
forced more retailing service on the public than the public wanted 
or wanted to pay for. If the discount houses have cut away retail- 
ing services that the public needs, it is unlikely that they will con- 
tinue long in their present form. The important point, however, is 
that increasing margins appeared to invite into operation a new 
form of retailing. Whether the discount house will prove to be 
that form is of less importance. 

A Conclusion on Retail Replacement. More could be said 
about new forms of retailing replacing older forms when the latter 
had become resistant to change, and when they offered more serv- 
ice or less economy than the public wanted; but it may now be pos- 
sible to draw some sort of a conclusion. 

First, it seems possible to say that competition within each 
trade group of retailers (that is, between druggists, between 
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supermarkets, between furniture stores, etc.) is not great. Re- 
tailers make every effort to avoid direct price competition. They 
seek methods of non-price competition which, in general, are not 
aggressive in their effects. They will, however, join in defending 
themselves from the competition of a new form of retailing, even 
when that new form has been made possible through their own re- 
sistance to change. 

In general, there has seemed to be a tendency for established 
forms of retailing to grow more expensive year by year and to re- 
quire a continually higher maintained gross margin. Particularly 
as methods of non-price competition are resorted to, expenses of 
operation increase. On the other hand, consumers resist a con- 
tinually rising margin requirement. In some important lines of 
retailing, there has seemed to be a tendency for gross margin re- 
quirements to rise from an initial level not too far from 20 up 
past 30 and on toward 40 per cent. 

If there may be a theory of institutional replacement, it would 
emphasize the conclusion that retailing can often be accomplished 
on a gross margin of 20 per cent. But we have older forms of re- 
tailing growing more expensive year by year. At some point, the 
cost of retailing service added to the cost of merchandise becomes 
more than the consumer is willing to pay, and he will willingly 
patronize a newer form of retailing. It may be that the cost of 
retailing service the consumer is willing to bear will vary by type 
of trade classification; but whatever the exact location of the point, 
the established firms which allow their charge for retailing serv- 
ice (that is, their maintained gross margins) to rise year by year 
thus invite new forms to retailing to replace them. 

If we may judge the future by the past, newer forms of retail- 
ing, coming with low gross margin requirements, will themselves 
ultimately fall victims to the trend of rising expenses. We have, 
then, a cyclical movement in the types of retail establishments 
coming into popularity. Although data are not at hand to substan- 
tiate the point, it is tempting to suggest the hypothesis that a con- 
tinued reliance on price competition rather than on non-price 
competition would prevent, or long delay, the obsolescence of es- 
tablished forms of retailing. 


16. FAVORABLE IMPLICATIONS OF 
INTER-FIRM COMPETITION 
AT THE RETAIL LEVEL 


Robert D. Entenberg* 


Casting aside the classical concepts of competition, the 
favorable aspects of actual, inter-firm competition at the 
retail level are seen. Retail competition is seen to en- 
courage entry, innovation, and wide merchandise offer- 
ings—all to the customer's advantage. No significant les- 
sening of competition has been observed, corporate mergers 
and expansions notwithstanding; and the market place has 
many examples of completely new firms entering and pros- 
pering. Even the limitations imposed by shopping center 
promoters upon independent tenants have disappeared. In- 
deed, retail competition seems stronger than ever. For this 
reason, the concept of inter-firm competition seems to de- 
serve serious consideration. 


NY evaluation of a modern competitive system in terms of the 

functional unit of the firm must be carried out with due regard 

for all the functionaries involved, with a strong leaning towards 
the consumer interest. 


The Need for a New Concept of Retail Competition 


Unfortunately, many so-called modern analyses of inter-firm 
competition are set up in a framework of 18th Century agrarian 
societies when economic scarcities and sellers’ markets were the 
existing framework of reality. The standard basis for evaluating 
competition is still in terms of deviation from the theoretically 
‘‘perfect’’ competitive framework of full information, homogeneous 
products, with price as the automatic regulator. 

This kind of ‘‘model’’ competition neither conforms to the ac- 
tual behavior of the firm, nor does its economic setting correspond 
to the parameters of a modern retail market structure. 


*Robert D, Entenberg, Professor of Retailing, University of Pittsburgr. 
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Unfortunately, descriptive terminology, such as ‘‘monopolis- 
tic,’’ ‘‘imperfect,’’ or ‘‘workable’’ to describe competition at the 
retail level, suggest adverse moral judgments of the firms in- 
volved. To this end, a better description of our retail system 
would be ‘‘natural’’? or ‘‘naturalistic’’ competition. This would 
better and more realistically describe the actual behavior of the 
firm in the market place and, at the same time, not suggest im- 
moral conduct on the part of the functionaries involved. It is with 
these thoughts in mind that the favorable implications of inter- 
firm competition will be reviewed. 

In the aggregate, the retail structure consists of some 1,800,000 
retail establishments generating approximately $220 billion worth 
of sales annually. This sales volume represents more than 40 
per cent of our gross national product and is certainly one of the 
more important segments of our economy. Despite this tremen~ 
dous size, retailing has always been and will continue to be pre- 
dominantly local in character; variations in size range from single 
free-standing isolated units through the many faceted aspects of 
neighborhood and district ‘‘markets.’’ These range, further, 
through regional shopping centers of the ‘‘newer’’ suburban kind 
and those of the more mature variety clustered downtown in cen- 
tral and secondary core areas. 

During the last decade, population shifts (especially in the 
middle and high-middle income groups), further growth of cus- 
tomer mobility, and tremendous expansions of discretionary 
spending income have resulted in completely new sets of shopping 
patterns and habits. These changes have forced major readjust- 
ments on the part of all firms in the market place. In addition to 
these basic economic changes, lagging productivity and downward 
pressures on gross margins have created and accentuated a ‘‘pro- 
fit-squeeze’’ for firms of all sizes. 


The Character of Retail Competition 


The growth pattern of retail establishments is the initial 
framework from which the various implications of inter-firm 
competition will be examined. Most innovators in the field must 
quickly exceed the pioneering stage or fail. The ‘‘growth’’ or 
‘‘entry-failure’’ cycle is somewhat longer for new firms which 
enter without innovating. Those remaining continue into the highly 
competitive survival stage. 

In most cases, a firm’s fixed cost structure generally inches 
upward on a continuum in the competitive stage and uneconomic 
costs soon begin to form a permanent part of the expense struc- 
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ture. Factors such as uneconomic wage rates, excessive manage- 
ment salaries, underutilization of space allocations, the furnishing 
of unwanted services, or poor merchandising management mini- 
mize the ability to compete over time. 

In effect, the organic growth cycle of the firm as it passes 
from the stage of innovation, low cost, and survival motivates it to 
‘‘trade up’’ and seek status respectability. With this, higher cost 
ratios and market vulnerability appear, resulting in encouraging 
newer firms to enter the field. This, in turn, fosters additional 
inter-firm competition. 

Because of this type of growth and expense ratio pattern, the 
advantages of scale of firm and size of plant are often competed 
away. The resulting ‘‘umbrella’’ pricing structure permits the 
small scale independent to compete effectively on a price as well 
as on a non-price basis! 

Again, because of apparent consumer indifference and changing 
value concepts, price differentiations no longer automatically pro- 
vide the powerful stimuli and inducements to shop at a particular 
firm. This is especially true with convenience goods stores. 
Thus, convenience costs, in terms of time and ease of shopping, 
have become relatively more important to the consumer, while 
price differentiations have had a comparatively high indifference 
effect on the consumer—except for high fashion and shopping goods 
categories. As a result, price uniformity appears to be the rule 
rather than the exception in many trading areas. Price competi- 
tion between inter-firm competitors in such markets becomes 
minimal in nature and non-price competition takes its place. 
Thus, efficient independents, who have not been induced to merge 
or sell out, are able to compete effectively on both a price and a 
non-price basis and, in the process, generally maintain and even 
enhance their relative competitive positions. 

Because of the comparatively low investment requirements 
needed and relative ease of entry, the field of retailing has always 
been attractive to new competitors and innovators. Because of its 
local character, high consumer mobility, and weak patronage 
motives, inter-firm competition has remained at a high level in- 
tensity. In addition, there are always new market centers with 
innovations constantly entering the picture to enhance the com- 
petitive climate. Examples are: the discount houses, cut-rate 
drug stores, independent supermarkets, and expansions into exist- 
ing facilities by all kinds and types of leased departments. 

The tremendous expansion of customer mobility in terms of 
number of trips and distance has created an extremely high sub- 
stitution effect, both in terms of particular firms and specific 
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merchandise choices within similar commodity groupings. In ad- 
dition, the type of impersonal and self-selling which now exists in 
many establishments is certainly not conducive to developing 
customer loyalty. The neighborhood and locational monopolies of 
the past are now the exception rather than the rule. 

The advantages of prices charged to the larger multi-unit re- 
tail firms have been lessened but not eliminated by Federal Trade 
Commission enforcements of the Robinson-Patman Act. In addi- 
tion, potential monopoly power which accompanies bigness in re- 
tailing finds itself naturally restrained because of the hundreds of 
markets in which it must operate. Further, the giant corporate 
concentrations at the manufacturing level do not exist at the retail 
level. Admittedly, big companies appear to act in monopolistic 
and collusive fashion, especially where brand name manufacturers 
engage in non-selective distribution. 

Uniform pricing of the ‘‘follow-the-leader,’’ oligopolistic var- 
iety exists in many retail m7rkets. Management, in its desire not 
to disrupt existing pricing structures, often fails to achieve the 
greater efficiency and productivity that should be a natural result 
of increased size. The larger scale, multi-plant firm has not 
lessened competition by acting in oligopolistic fashion. Rather, it 
has produced just the opposite effect by encouraging innovation 
and rapid entry of newer firms which have grown spectacularly 
and not solely by means of price differentials. This has been es- 
pecially significant in the shopping and specialty goods fields. 

Firms at the retail level, as in other segments of the economy, 
do not necessarily have lower prices consistent with possible low- 
er cost structures. In this, they attempt to emulate inter-firm 
pricing practices at the manufacturing and wholesale levels, where 
investment requirements and market entry are both more difficult 
to attain. Thus, the larger retail firms, by providing ‘‘umbrel- 
las,’’ rather than ‘‘floors’’ on the price structure, have enabled 
the smaller, efficient independents to effectively compete and at 
the same time provide a constant source of encouragement for 
entry into the market place. 

The over-all result of such price uniformities has created a 
condition of inter-firm competitive saturation, especially among 
large scale supermarkets and drug stores. The present ‘‘profit- 
squeeze’’ amply demonstrates the intense degree of naturalistic, 
inter-firm competition at the retail level. 

It should be stressed that in any competitive system, no firm 
can continually and generally undersell all its competitors, nor 
can it always gauge the effect of ‘‘non-price’’ competition on its 
sales, 
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Using the criterion of market concentration as a standard of 
comparison regarding competition, the increase in the relative 
market shares of large scale retail firms with 11 or more stores 
has not risen significantly since 1951. 

More specifically, in the nine year period from 1950 to 1960, 
total retail store sales increased from $158 to $215.5 billion, or 
some 36.4 per cent. In 1951, firms with 11 or more stores ab- 
sorbed a total of 18 per cent of total sales, and by 1959 their 
share of total market sales totaled 21.7 per cent. In terms of dol- 
lar volume, these large scale multi-plant firms increased their 
volume from $28.5 billion in 1951 to $46.7 billion in 1959. Despite 
this growth trend, implemented as it has been through mergers 
and acquisitions, chain store sales do not represent a significant 
monopoly seizure of retail potential. 

The largest retail firm in the world, the Atlantic & Pacific Tea 
Company, absorbs less than 3.0 per cent of total market sales in 
the United States and less than 9.0 per cent of the market in which 
it directly competes. Total sales of all chains in the food group 
represent 39.1 per cent of total food store sales. 

Unquestionably, the acquisitions of smaller multi-unit firms by 
large national and interstate chains represent an unfavorable trend 
in market concentration. These are due more to Federal income 
and estate tax structures than severe competitive pressures. 
Discriminatory Federal tax policies of this kind often discourage 
management of the smaller firms from continuing operation. Be- 
cause of the huge number of acquisitions, concentrations of food 
store sales by chain stores in important markets has resulted in 
strong price, as well as non-price competition. Area saturation 
has also increased the trend in ‘‘scrambled merchandising’’ as 
the so-called retail giants devise and apply all kinds of marketing 
strategy and mix in attempts to achieve greater utilization of 
available sales areas, 

Sales of non-durable goods stores (which includes food store 
sales) totaled $104 billion in 1951 and $144 billion in 1959, an in- 
crease of some 39 per cent. Total sales of chain stores with 11 
or more stores in these categories absorbed 25.1 per cent of the 
total sales in 1951 and approximately 30.0 per cent in 1959, a 20 
per cent increase in market shares, 

In the durable goods categories, where merchandise turnover 
is lower and capital investment requirements higher, independents 
and multi-unit stores absorbed 95.4 per cent of total market sales 
in 1951 and 93.6 per cent in 1959. Durable goods stores’ sales 
totaled $54.5 billion in 1951 and $71.6 billion in 1959. The princi- 
pal durable goods stores in this category, where chains absorb 
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only a small market share, are those handling tires, batteries, and 
auto accessories; furniture, household appliances, radio and TV 
stores; and lumber, building, and hardware stores. 

As pointed out previously, one of the most favorable implica- 
tions of inter-firm competition is the comparative ease of entry 
and the growth possibilities that exist for the efficient within the 
existing market framework. A good example of the type of growth 
possible is that of the discount house establishment, more spe- 
cifically the E. J. Korvette and Company. Their first published 
financial statement in 1951 showed $2.8 million in sales. Their 
most recent statement in August, 1959, showed a sales of approxi- 
mately $115 million—a forty fold increase in a 9 year period. This 
type of growth has been carried out on the basis of significant 
price differentiation on generally pre-sold, branded, shopping 
goods categories. This is not an isolated instance. It demon- 
strates that efficient and virile firms not only can compete with 
existing firms but can innovate and establish a sound growth pat- 
tern in the midst of established and mature firms. 

Another example is Zayres, in the soft lines or department 
store category. This chain has grown from one store to a large- 
scale, interstate, multi-firm operation in a very short period of 
time. Favorable implications of inter-firm competition are evi- 
dent, especially from the standpoint of increasing the market 
choices to the consumer and to new firms. 

Another favorable characteristic of inter-firm competition is 
the increasing intensive and extensive use of informational chan- 
nels of various kinds such as radio, newspapers, and TV, The re- 
sult has been that full product knowledge and shopping wisdom as 
to prices on the part of the consumer are rules rather than ex- 
ceptions. While this is unquestionably favorable in nature, it is a 
fact that consumers rarely make purchase choices solely ona 
price basis. 

Thus, firms must decide on where and how to compete. Each 
firm evaluates its policies in terms of present effect and future 
consequences. Operating in a traditional manner, comparable 
firms at the retail level generally attempt a modified, full cost 
pricing structure and uniformity with an eye towards long run pro- 
fit maximization. The market choice for the consumer is so wide 
and the supply of commodities so vast that the total effect at the 
retail level results in tough and forceful inter-firm competition. 

The opening of new units or the relocation of existing units can 
be compared to new product development at the manufacturing 
level. It is certainly a hazardous and significant operation for re- 
tail firms. Since 1955, some 75 per cent of the 100,000 firms 
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which have been forced to relocate due to urban renewal or decay 
have done so successfully. Of the 25 per cent that relocated and 
failed, most were marginal and substandard units that could not 
long have existed as economic units. This amply demonstrates 
the fact that consumers will support firms that perform essential 
functions and furnish wanted services in a reasonably efficient 
manner. The majority of firms at the retail level meet these 
criteria in the competitive process. 

Until very recently, one of the most unfavorable implications of 
inter-firm competition was the fact that shopping center develop- 
ers and promoters were generally not in any position to lease de- 
sirable locations in shopping centers to small independents. In- 
surance companies and banks, who are the principal underwriters 
of shopping centers, required signed leases with only financially 
top-rated firms. In effect, this meant the larger multi-unit firms. 
On that basis it has been virtually impossible for the smaller in- 
dependent businessman of limited means to secure desirable space 
at a reasonable rental within the most promising shopping centers. 

Some four months ago, the Small Business Administration, in 
recognition of this problem, announced that they were prepared to 
underwrite $250,000 of shopping center developmental costs for 
each lease signed with a small independent firm. This has had the 
effect of somewhat equalizing the tremendous locational and fi- 
nancial advantages that the larger firms have enjoyed during the 
last 15 years. 

The competitive advantages of the scale of firm and size of 
plant in this direction have been tremendous. At the present time 
there are approximately 4,000 shopping centers of the regional, 
sectional and local variety. It has been estimated that during the 
next 10 years there will be over 10,000 such centers and they are 
expected to generate approximately 60 per cent of all retail sales. 

Fortunately, the underlying financial considerations in the mat- 
ter of shopping center development which have worked to the dis- 
advantage of the smaller firm and to the advantage of the larger 
firm no longer prevail. Despite this major competitive asset 
fostering the economic power of the larger multi-unit firm, the 
basic soundness and vigor of the independent firms at the retail 
level is amply demonstrated by the fact that despite the disadvan- 
tage of size, the independents and smaller multi-unit firms still 
absorbed over 78.0 per cent of total retail sales in 1959. 


1. The surveys on which this information is based were taken in Hartford, 
New Haven, and 11 other cities. 


XUM 


i 


Vii 


IMPLICATIONS OF INTER- FIRM COMPETITION 159 


Conclusion 


Admittedly, any theory of competition must be set in terms of 
competitive equilibriums. In the future, time monopolies such as 
Sunday openings or late evening openings are going to be more im- 
portant as competitive weapons. As pointed out, locational monop- 
oly is not as important as it has been in the past due to customer 
mobility. 

Again, consumer choices are generally made more on the basis 
of total convenience costs than on price alone. Consciously or 
subconsciously, consumers allocate their expenditures in terms 
of achieving the greatest possible utility per dollar spent. This 
utility is expressed both in terms of rational and psychological 
personal satisfactions which often defy measurement. Rational 
and irrational purchase motivations, plus a high degree of con- 
sumer mobility, have decreased and in many cases eliminated 
neighborhood and sectional locational monopolies. To this must be 
added the higher marginal rate of product substitution which fur- 
ther decreases customer loyalty and patronage motives. 

Thus, inter-firm competition must be evaluated in terms of 
total customer convenience costs. Additional pressures will con- 
tinue to be caused by oversupply and the excess capacity of our 
consumer goods manufacturers. This will increase rather than 
decrease. 

Service competition has been becoming more important. With- 
out a productivity breakthrough, the operating cost structures of 
the more mature firms will tend to remain relatively inflexible. 
This inflexibility, in itself, insures continued attractive entry and 
continuing strong competitive pressures. Regardless of size, high 
built-in cost factors crop into the over-all cost structures of even 
the largest firms. For example, in a personnel readjustment at 
one of the largest retail firms, a management spokesman, in 
stressing the reason for the adjustment, stated that the organiza- 
tion had ‘‘too many chiefs and not enough Indians.’’ 

Because retailing is and has always been local in character, it 
is not possible for the large multi-unit firm to be the dominant and 
strongest competitive factor in every locale. 

Another aspect of vigor and competitive effectiveness of retail 
competition is the fact that there has been practically no change in 
the total number of retail establishments since 1948. Firms that 
have been in existence since 1948 have been regularly increasing 
their volume of sales per square foot of selling space. This is not 
true of the newer stores, especially in the non-durable goods 
categories. In many cases they have not been able to generate 


160 MARKETING: A MATURING DISCIPLINE 


sufficient sales per square foot of selling space to achieve ade- 
quate profitability. As greater and greater saturation takes place 
in various markets, this trend will increase and price competition, 
as well as non-price competition, will break out more and more 
often, 

Promotional expenditures of all kinds can no longer be re- 
garded as evidences of monopoly power and market domination of 
the strong. While profit maximization is still the rule of thumb, 
this must be accomplished on the basis of long run good will, not 
short run exploitation. This in itself assures a very strong con- 
tinuing leaning towards the consumer interest. 

As a final comment, it should be stressed that most firms at 
the retail level exchange ideas freely and do not hesitate to dis- 
close their competitive practices. Rather than being collusive and 
hampering competition, this is one of the prime tests of fair com- 
petition that Professor McNair has long advocated. This tough, 
fair, and ‘‘naturalistic’’ competition is a characteristic of the 
firms operating in the retail market place. 

Certainly informational disclosures of this kind must be re- 
garded as a final over-all favorable aspect of inter-firm competi- 
tion at the retail level. 
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17. DISCUSSION 


Louis C. Wagner:* Professor Lockley’s paper emphasizes that 
the field of retailing presents opportunities for competition super- 
ior to that provided in most other fields of commerce, but as he 
points out, ‘‘in spite of what appears to be an ideal basis for com- 
petition, we find a considerable amount of agreement between 
various classes of stores as to uniformity of action in policies 
which might be the basis of competition, and as to steps to prevent 
direct price competition.”’ 

One of the most important areas of infringement is in the field 
of marketing legislation restricting pricing freedom. It is inter- 
esting to note that while much early federal and state legislation 
regulating competition attempted to protect competition and pric- 
ing freedom, the most recent laws covering this area have been 
aimed at protecting retailers from certain types of price compe- 
tition. Much of the legislation enacted in the past 30 years has 
been supported by retailing groups who fear aggressive price 
competition. ‘‘Fair trade laws,’’ ‘‘unfair trade practices acts,’’ 
directly, and the Robinson-Patman Act, indirectly, tend to restrict 
the pricing activities of those retailers who wish to use low prices 
as a primary method of appealing to the customer. 

While many marketing experts may consider the pricing re- 
strictions made possible by fair trade laws more stringent than 
those imposed by the Robinson-Patman Act or unfair trade prac- 
tices acts, recent developments have tended to widen the scope of 
these laws over price competition. While one of the purposes of 
the Robinson-Patman Act was to prevent unfair or discriminatory 
price discounts which could not be justified on a cost basis, some 
court rulings have tended to limit the size of discounts to large 
buyers even though these discounts can be justified from a cost 
standpoint by the seller. 

While unfair trade practice acts were passed to attempt to 
eliminate sales below cost or the use of predatory price cutting, 
particularly in areas in which fair trade laws were ineffective, 
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unfair trade practice acts have been difficult to enforce. As a re- 
sult, many states have yielded to pressures exerted by retailing 
groups to fix prices or minimum markups in fields in which price 
cutting has been prevalent. The state of Washington, as a result 
of active retailer support, passed an Unfair Cigarette Sales Act 
setting the minimum wholesale margin on cigarettes at four and 
one-half per cent and the minimum retail margin at ten per cent.? 
The act provides a system of licenses which may be revoked by 
the Tax Commission for failure to comply with the minimum spec- 
ified markups. 

In the case of fluid milk pricing, freedom has completely dis- 
appeared in many areas where prices are fixed by governmental 
agencies operating under milk-marketing orders.? In some states, 
legislation has been passed eliminating price competition in the 
retailing of gasoline. Rather than permitting retailers to provide 
consumers with products at the lowest prices, such legislation 
forces retailers to emphasize forms of non-price competition and 
often encourages excessive duplication of outlets. 

Lockley makes the point that the opportunity for price compe- 
tition in retailing is aided by the relatively greater freedom of 
entry than in other fields. However, it should be pointed out that 
in some areas this freedom is being curtailed by legislation or 
limited by the necessity for a much larger investment. 

While ability to enter retailing in the United States is not re- 
stricted to the extent that is true in many European nations, there 
are some areas in which entry by individuals is restricted or for- 
bidden. Many states restrict the sale of packaged liquor, ex- 
clusive of beer or wine, to government controlled liquor stores. 
While these operations usually make a substantial contribution to 
state revenue, they do so at the sacrifice of customer convenience 
as far as hours, location, and product choice are concerned. It is 
also doubtful whether these monopoly stores are as efficiently 
operated as they might be if they had to face active competition. 
In addition, state liquor stores tend to price their products higher 
than private stores in non-monopoly states. 

In the interest of controlling the sale of liquor by the drink, 
many jurisdictions also restrict the issuance of licenses to sell 
beer or other liquor by the drink. As a result, price competition 


1. Guy G. Gordon, ‘‘The Impact of Washington State Legislation on Effective 
Retail Competition,’’ unpublished paper. 

2. S. C. Hollander, ‘‘Retail Price Policies,’’ in The Relationship of Prices to 
Economic Stability and Growth, Joint Economic Committee, 85th Congress, 2nd 
Session (Washington, D. C.: U.S. Government Printing Office, 1958), p. 422. 
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is reduced and licenses to retail these products sell for large 
sums of money. 

While the public needs protection from unscrupulous or un- 
qualified operators in fields associated with health, licensing of 
entry into these fields tends to reduce the number of outlets and to 
restrict the opportunity for price competition. 

Even in types of stores in which freedom of entry is not influ- 
enced by local or state legislation, it is difficult for an operator 
to launch a new store today. In spite of a rapid expansion in total 
retail sales during the past 20 years, the number of stores has 
not increased. For example, since 1939 dollar retail sales have 
increased fivefold, while the total number of stores has shown no 
increase. In many lines, in spite of a rapid increase in dollar 
sales, the number of retailers has actually declined. 

In the retailing of foods, for example, the number of stores has 
decreased substantially, while the typical store has expanded its 
floor space. The number of food stores declined from 600,000 in 
1939 to 400,000 in 1958. However, these 400,000 stores doa 
volume of over $47 billion compared with $10 billion in 1939. 
During the past 20 years the size of the average supermarket in- 
creased from an average of 1,200 square feet to an average of 
15,000. Asa result, a much more substantial investment in capi- 
tal is needed to open a grocery store which has a reasonable 
chance of being successful. 

There is also evidence to support the position that in many 
areas of retailing, a larger share of the business is controlled by 
fewer firms. Professor Entenberg makes the point that multi-unit 
firms increased their market share only slightly from 1951 to 
1959: from 18.0 per cent to 21.7 per cent. However, the domina- 
tion of chains in some fields is substantial. In 1954, the Census 
shows that multi-units accounted for nearly 80 per cent of the 
variety volume and 66 per cent of all department store business. * 
While it is true that the nation’s largest retailer, the Atlantic & 
Pacific Tea Company, absorbs less than 9.0 per cent of the gro- 
cery market, this firm and other chains may exert a local degree 
of penetration far in excess of this national percentage. In the 
city of Seattle, for example, the leading chain, Safeway, enjoys the 
favored patronage of nearly 26 per cent of the market.> 


3. N. R, Collins and J. A, Jamison, ‘‘Mass Merchandising and the Agricultural 
Producer,’’ Journal of Marketing, XXII, No. 4 (April, 1958), p. 358, 558. 

4. U.S. Census of Business, 1954, Retail Trade, Bulletin R-2-4, Single Units 
and Multiunits, 1957, 
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If we take into consideration both formal and informal group- 
ings of retail stores—chains, voluntary chains, department store 
buying groups, and leased departments—it is estimated that 50 
per cent of our retailing volume is controlled by about 400 organi- 
zations. Dominance of such a large share of the nation’s retailing 
by these firms influences the choice of merchandise available as 
well as the degree of price competition possible. 

It also appears that retailers have exerted collective efforts 
to avoid certain types of non-price competitive devices which may 
have a set and measurable cost and which cannot be dropped easily 
once they have been used. In many areas retailers, by agreements 
or through the assistance of local regulations which they actively 
support, have been instrumental in limiting store hours and Sunday 
openings. In addition, they have supported making uniform charges 
for or eliminating various customer services, such as check cash- 
ing, making alterations to garments, and provision of gift boxes 
and gift wrapping. 

As an additional example, in Washington state, retailers have 
actively supported legislation which makes the use of trading 
stamps ineffective. A state law requires that each retail unit 
must pay a $6,000 license fee to redeem stamps with merchandise. 
Since cash redemption is relatively unattractive to consumers as 
compared with the usual merchandise redemption provided in most 
areas, this legislation practically discourages retailers from us- 
ing trading stamps as a competitive device. This fall the Wyoming 
State Supreme Court upheld a law outlawing the use of trading 
stamps in that state. 

The adoption of private brands by retailers may be looked upon 
as a device sometimes aiding and sometimes hindering price 
competition. While private brands may be employed by retailers 
in order to make price comparisons difficult or to avoid active 
price competition, often merchants have used private brands as a 
competitive tool. Retailers have adopted private brands to enjoy 
greater pricing freedom than they enjoy on manufacturers’ brands 
subject to price restrictions. There is evidence to support the 
position that the existence of private brands in some areas has 
forced more reliance on price competition by those selling manu- 
facturers’ brands. 

Lockley closes his analysis of the lack of retail price competi- 
tion by discussing the ‘‘theory of institutional replacement.’’ He 
advances the thesis that new types of retailers have been encour- 
aged to enter distribution due to the rising gross margins of 
existing retailers. As older types of outlets become less competi- 
tive, successively we have seen the development of the department 
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store, mail order firm, chain, supermarket, and most recently 
the discount house. Lockley maintains that if existing retailers 
had pursued more aggressive price competition instead of relying 
upon non-price forms of competition which only increased their 
operating expenses, they would have been more effective in pre- 
venting or delaying their obsolescence. Certainly, if established 
retailers of appliances and other hard goods engaged in more ac- 
tive price competition following World War II, it is doubtful 
whether the discount house would have developed to its present 
position of importance. 

In conclusion, I wish to take a position between the stands taken 
by our two speakers. I feel that the field of retailing is more 
competitive than many other segments of our economy. However, 
too many retailers are concerned with preventing their competi- 
tors from engaging in active price competition or even in certain 
forms of non-price competition which they consider too risky. As 
a result, they support legislation or agreements which deny their 
competitors pricing freedom or freedom to elect some types of 
non-price competition. Fortunately, as long as new types of re- 
tailers have an opportunity to enter and actively to compete with 
older higher-cost retailers, the consumer’s interest is reasonably 
well protected from excessive prices. As students of marketing, 
however, we should view with alarm any increased pressure by 
established retailers or other groups to restrict freedom of entry 
or to fix retail margins. 


James E, Gates* Allow me first to congratulate my long-time 
good friends, Bob Entenberg and Larry Lockley, on the quality of 
their presentations. Especially I’d like to thank them for provid- 
ing me with an opportunity to reacquaint myself with some of the 
jargon of marketing. This is an area in which I have worked, but 
not very actively, in the last dozen or so years. My remarks will 
reflect, I am sure, the rustiness which has set in. 

I want to make the traditional obeisance toward retailing as 
one of the last bastions of free enterprise, which indeed it is; and 
may it long remain such, with people going into the business, and 
people leaving, too. They will leave for many reasons, including 
those which Lockley enunciates in his ‘‘theory of institutional re- 
placement.’’ I like that term and will certainly find a number of 
places where I can quote him. It does seem, though, that some- 
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thing is missing in these two analyses, and I, for one, am not clear 
just what is; because, again, I am not a deep student of retailing. 
I believe, however, that it lies in the very deep changes which have 
occurred in retailing over the past half century, or maybe just 
over the last 25 or 30 years. 

Here is what I mean. When I think of retailing, I think of the 
traditional ‘‘mom and pop’’ store—a hole in the wall, opened by a 
man who sees an opportunity, takes his life savings, and goes into 
the retailing business. He buys from wherever the products are 
available, provides his own inventories, sells the products, and 
pockets the profits. In the real traditional sense, he would have a 
wheel of cheese and a barrel or caddy of crackers beside his rock- 
ing chair. His merchandise would be typically unbranded, and he 
would be successful, if at all, because he had sensed the oppor- 
tunity to exploit what is truly a locational monopoly. In the old 
days, a man could start such a business as a young man; and if he 
planned well, could live on it all of his days. I can show youa 
hundred stores like this in Georgia alone, slowly dying on the vine. 

Then to rural America came the automobile and the paved 
highway; and in the cities the street car; and for both communities 
the refrigerator. In the cities this brought the department store; 
and in the city and the country it meant the drying up of the store 
which was within walking distance. In rural Georgia today we 
still see the field hands walking home from the cross-roads stores 
with their coal oil cans and a ‘‘poke’’ (Georgian for a bag) of gro- 
ceries, perhaps slung over their shoulders. These people are 
prisoners of the cross-roads stores, but not so are the great 
majority of people in the United States. They are prisoners, I be- 
lieve, but in a larger area. This is to say that the market area 
has changed, both in size and in content. We are seeing bigger re- 
tailing units; and the chance to be bigger has resulted in a change 
in their make-up, too—as an example, the department store. Cer- 
tainly there was price competition, so deadly at times that outfits 
were forced out of business. But this competition wasn’t nearly 
as deadly as it sounds, because there were growing up some other 
types of monopolies in the business of distribution of consumer 
products which were taking a considerable portion of the price 
competition out of the picture. These are the brand name pro- 
ducers, on the one hand, with their attempts to create monopolies, 
or brand-preference if you please, and the franchise peddlers on 
the other hand. To that group we can add the chain stores, if you 
like. 

Consider a couple of examples. Think to yourself about the 
razor blades, hand soap, gasoline, shoes, condensed soup, and 
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television sets you purchase and continue to purchase, even though 
Consumers Research and Consumers Union tell you that some un- 
branded, or less known products, are equal in value. If you want 
to check this out, read this month’s Fortune magazine, about how 
Zenith gets $10.00 more for its products, unit by unit, than do 
other manufacturers and why their dealers seldom have mark- 
down sales of Zenith products. I know that J. C. Penney’s shoes at 
$10.95 are as good as Florsheim’s at $22.95 and more, and yet I 
don’t buy them and the Florsheim store stays open. 

Should you doubt that this is the case, I invite you to take a test 
which we have devised. Have yourself dropped via airplane into 
any city of more than 75,000 population in the United States, and 
see if you don’t find the same neon signs on the same store fronts, 
all over the country. You won’t be able to distinguish Denver from 
Buffalo, Rochester, Pittsburgh, Columbus, Milwaukee, Atlanta, 
Louisville, Cincinnati, or you name it. 

Coupled with this has come the franchise holder, and the chain 
store, for to me both are the same. In this case, the national ad- 
vertising, and what is more important, the national management, 
as in the brand-name outfits, has centered upon what is truly a 
brand-name sort of concept to cover what would otherwise be, 
maybe, unbranded products. Try a few names here for size: 
Sears, Esso Standard, A & P, Woolworth, Dairy Queen, Howard 
Johnson, Holiday Inn. We can add Dale Carnegie to this list, if 
you’d like, for he operates in exactly the same manner, as does 
Conrad Hilton. 

What I’m trying to say is that I believe retailing is no longer 
local. This I especially believe after visiting the Sears store in 
Lima about 18 months ago. Today retailing has become national 
in scope, with most of the decisions being made by strong, power- 
ful organizations which are operating in the tradition of classical 
economics—namely, that they are not interested in prestige or 
building a social center, but rather in profits. They know that 
profits come about, as they always have, by the exploitation of 
monopolies, which in retailing are typically locational. National 
retailers have a strong brand-name flavor, too. We understand 
this, but the insurance companies understand it even better. Try, 
for example, to get me some insurance money for a shopping cen- 
ter if you have not already signed up at least one of the major 
chains as a drawing card. Or visualize to yourself the opening up 
of a retail store carrying no national brands or a national name— 
it is no accident that the Kroger Company, which specializes on 
such brands, has been so successful, despite the competition of 
A & P, 
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These national organizations, and there are some regional 
groups which have achieved a measure of success, too, are power- 
ful enough to ride any trend, or even create trends, with their 
highly specialized management teams at their home offices. The 
establishment of a gas station, like many other retail outlets, 
doesn’t await some individual deciding to go into business for him- 
self. If there is no Chevrolet dealer in a community, and it is 
ready for such a dealership, General Motors will find the man and 
back him. If a change is being made in the size of stores, or the 
location of stores, you can be sure that the organizations will know 
it immediately. All of us have been through the food retailing 
revolution which saw A&P and Kroger close their small, service 
stores in favor of the supermarket type of store; and we’ve seen 
them, and the gas companies, too, abandon without hesitation lo- 
cations which couldn’t stand on their own feet. 

This is the great change in content which has come with expan- 
sion of the market area, that monopoly is being exploited far more 
intelligently than in the traditional sense. There will be occasion- 
al innovations in retailing, as individuals come up with new ideas 
for special sorts of services in the distribution of goods, as door 
to door selling of silverware, or bakery goods, or brushes. It is 
my own belief, however, that at A & P they would not hesitate to 
return to their original form of distribution, if it promised to be 
profitable. 

This, too, is the great change which has come to American 
business generally—this ability to create a great company, and to 
build into it the ability and especially the willingness, to change 
in response to changes in the economy generally. In the beginning 
I said that I was impressed with Lockley’s ‘‘theory of institutional 
replacement.’’ I still am, but I’d want to add, as an amendment, 
that this means ‘‘institutional’’ and does not mean ‘‘company’’ or 
firm replacement. In short, I think that Sears, A & P, and Esso 
Standard are going to be around in retailing as long as General 
Electric and other similar, fast-moving, research-minded manu- 
facturers are going to be with us. They will survive because they 
are creating the innovations, rather than riding the wave of 
changes which come from without, from the occasional entre- 
preneur who has the sudden bright ideas. 
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18. THE SIGNIFICANCE OF SOCIAL 
STRATIFICATION IN SELLING 


Richard P. Coleman* 


While the concept of social class has proven to be a very 
helpful tool to the marketing analyst, the time has come to 
advance to a more sophisticated application of social class 
to marketing problems. For example, is is important to 
recognize that differences as well as similarities exist 
within each class. This fact explains why some products 
such as color television, sales of which are not correlated 
with income generally, enjoy markets in each social class 
among relatively prosperous or "overprivileged" families. 
The author also points out that social class, like income, 
may not be a relevant concept in explaining market be- 
havior in some situations. That social class does not fit all 
marketing situations is no reason for disenchantment with 
the concept. 


ATING back to the late 1940’s, advertisers and marketers 

have alternately flirted with and cooled on the notion that W. 
Lloyd Warner’s social class concept! is an important analytic tool 
for their profession. The Warnerian idea that six social classes 
constitute the basic division of American Society has offered many 
attractions to marketing analysts when they have grown dissatis- 
fied with simple income categories or census-type occupational 
categories and felt a need for more meaningful classifications, 
for categorizations of the citizenry which could prove more rele- 
vant to advertising and marketing problems. However, in the 
course of their attempts to apply the class concept, marketers 
have not always found it immediately and obviously relevant. 
Sometimes it has seemed to shed light on advertising and mer- 
chandising problems and at other times it hasn’t—with the result 
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1. See W. Lloyd Warner, Marchia Meeker, Kenneth Eells, Social Class in 
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that many analysts have gone away disenchanted, deciding that so- 
cial classes are not much more useful than income categories and 
procedurally far more difficult to employ. 

It is the thesis of this writer that the role of social class has 
too often been misunderstood or oversimplified, and that if the 
concept is applied in a more sophisticated and realistic fashion, it 
will shed light on a great many problems to which, at first glance, 
it has not seemed particularly relevant. What we propose to do 
here, then, is discuss and illustrate a few of these more subtle, 
more refined and (it must be acknowledged) more complicated 
ways of applying social class analyses to marketing and advertis- 
ing problems. In other words, the purpose of this paper is to 
clarify when and in what ways social class concepts are significant 
in selling, and to suggest when they might not be as significant as 
other concepts, or at least need to be used in concert with other 
analytic categories. 


The Warnerian Social Classes 


The six social classes which are referred to in this paper are 
those which W, Lloyd Warner and his associates have observed in 
their analyses of such diverse communities as Newburyport, 
Massachusetts,? Natchez, Mississippi,? Morris, Illinois, Kansas 
City, Missouri,> and Chicago. These social classes are groups of 
people who are more or less equal to one another in prestige and 
community status; they are people who readily and regularly in- 
teract among themselves in both formal and informal ways; they 
form a ‘‘class’’ also to the extent that they share the same goals 
and ways of looking at life. It is this latter fact about social 
classes which makes them significant to marketers and advertis- 
ers, 


2. See W. Lloyd Warner and Paul Lunt, The Social Life of a Modern Com- 
munity, (New Haven: Yale University Press, 1941). 

3. See Allison Davis, Burleigh B. Gardner and Mary R. Gardner, Deep South 
(Chicago: University of Chicago Press, 1941). 

4. See W. Lloyd Warner and Associates, Democracy in Jonesville, (New York: 
Harper & Brothers, 1949). 

5. The writer’s observation on the Kansas City social class system will be 
included in a forthcoming volume on middle age in Kansas City, currently being 
prepared for publication by the Committee on Human Development of the Univer- 
sity of Chicago. 
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Briefly characterized, the six classes are as follows, starting 
from the highest one and going down:6 


1. The Upper-Upper or ‘‘Social Register’’ Class is composed 
of locally prominent families, usually with at least second or third 
generation wealth. Almost inevitably, this is the smallest of the 
six classes—with probably no more than one-half of one per cent 
of the population able to claim membership in this class. The 
basic values of these people might be summarized in these 
phrases: living graciously, upholding the family reputation, re- 
flecting the excellence of one’s breeding, and displaying a sense 
of community responsibility. 

2. The Lower-Upper or ‘‘Nouveau Riche’’ Class is made up of 
the more recently arrived and never-quite-accepted wealthy fami- 
lies. Included in this class are members of each city’s ‘‘execu- 
tive elite,’’ as well as founders of large businesses and the newly 
well-to-do doctors and lawyers. At best only one and one-half 
per cent of Americans rank at this level—so that all told, no more 
than 2 per cent of the population can be counted as belonging to 
one layer or the other of our Upper Class. The goals of people at 
this particular level are a blend of the Upper-Upper pursuit of 
gracious living and the Upper-Middle Class’s drive for success. 

3. In the Upper-Middle Class are moderately successful pro- 
fessional men and women, owners of medium-sized businesses 
and ‘‘organization men’’ at the managerial level; also included 
are those younger people in their twenties or very early thirties 
who are expected to arrive at this occupational status level—and 
possibly higher—by their middle or late thirties (that is, they are 
today’s ‘‘junior executives’’ and ‘‘apprentice professionals’’ who 
grew up in such families and/or went to the ‘“‘better’’ colleges), 
Ten per cent of Americans are part of this social class and the 
great majority of them are college educated. 

The motivating concerns of people in this class are success at 
career (which is the husband’s contribution to the family’s status) 
and tastefully reflecting this success in social participation and 
home decor (which is the wife’s primary responsibility). Culti- 
vating charm and polish, plus a broad range of interests—either 
civic or cultural, or both—are also goals of the people in this 
class, just as in the Lower-Upper. For most marketing and 


6. Some of the phrases and ideas in this characterization have been borrowed 
from Joseph A. Kahl’s excellent synthesizing textbook, The American Class Struc- 
ture (New York: Rinehart & Company, Inc., 1957). 
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advertising purposes, this class and the two above it can be linked 
together into a single category of ‘‘upper status people.’’ The 
major differences between them—particularly between the Upper- 
Middle and the Lower-Upper—are in degree of ‘‘success’’ and the 
extent to which this has been translated into gracious living. 

4. At the top of the ‘‘Average Man World’’ is the Lower-Mid- 
dle Class. Approximately 30 per cent or 35 per cent of our citi- 
zenry can be considered members of this social class. For the 
most part they are drawn from the ranks of non-managerial office 
workers, small business owners, and those highly-paid blue-collar 
families who are concerned with being accepted and respected in 
white-collar dominated clubs, churches, and neighborhoods. The 
key word in understanding the motivations and goals of this class 
is Respectability, and a second important word is Striving. The 
men of this class are continually striving, within their limitations, 
to ‘‘do a good job’’ at their work, and both men and women are 
determined to be judged ‘‘respectable’’ in their personal behavior 
by their fellow citizens. Being ‘‘respectable’’ means that they 
live in well-maintained homes, neatly furnished, in neighborhoods 
which are more-or-less on the ‘‘right side of town.’’ It also 
means that they will clothe themselves in coats, suits, and dresses 
from ‘‘nice stores’’ and save for a college education for their 
children, 

5. At the lower half of the ‘‘Average Man World’’ is the Upper- 
Lower Class, sometimes referred to as ‘‘The Ordinary Working 
Class.’’ Nearly 40 per cent of all Americans are in this class, 
making it the biggest. The proto-typical member of this class is 
a semi-skilled worker on one of the nation’s assembly lines. 
Many of these ‘‘Ordinary Working Class’’ people make very good 
money, but do not bother with using it to become ‘‘respectable’’ in 
a middle-class way. Whether they just ‘‘get by’’ at work, or 
moonlight to make extra, Upper-Lowers are oriented more toward 
enjoying life and living well from day to day than saving for the 
future or caring what the middle class world thinks of them. They 
try to ‘‘keep in step with the times’’ (indeed, one might say the 
‘‘times’’ are more important than the ‘‘Joneses’’ to this class), 
because they want to be at least Modern, if not Middle Class. That 
is, they try to take advantage of progress to live more comfortably 
and they work hard enough to keep themselves safely away from a 
slum level of existence. 

6. The Lower-Lower Class of unskilled workers, unassimi- 
lated ethnics, and the sporadically employed comprises about 15 
per cent of the population, but this class has less than 7 or 8 per 
cent of the purchasing power, and will not concern us further here. 


XUM 


i 
| 


SIGNIFICANCE OF SOCIAL STRATIFICATION 175 


Apathy, fatalism, and a point of view which justifies ‘‘getting your 
kicks whenever you can’’ characterize the approach toward life, 
and toward spending money, found among the people of this class. 


Now, we do not mean to imply by these characterizations that 
the members of each class are always homogeneous in behavior. 
To suggest such would be to exaggerate greatly the meaning of 
social classes. To properly understand them, it must be recog- 
nized that there is a considerable variation in the way individual 
members of a class realize these class goals and express these 
values, 

For example, within the Upper Middle and Lower Upper Class, 
there is one group—called Upper Bohemians’ by Russell Lynes— 
for whom cultural pursuits are more important than belonging to 
a ‘‘good’’ country club. As a result, the tastes in furniture, hous- 
ing accommodations, and recreations exhibited by the men and 
women of this ‘‘issues-and-culture set’’—leaning toward the avant 
garde and eclectic, as they do—are apt to be very different from 
those practiced by the more conventional, bourgeois members of 
these status levels. Nevertheless, to both the Upper Bohemians 
and the Upper Conventionals, displaying ‘‘good taste’’ is quite im- 
portant, with the differences between them not so much a question 
of good-versus-bad taste as one of whose form of good taste is 
preferred (though, to be sure, the Upper Bohemians are usually 
quite certain theirs is better). 

Other sub-categories can be found in these higher classes and 
parallel kinds of sub-categories can be found in the Lower Middle 
and Upper Lower classes. Within the Upper Lower Class, for 
instance, there is a large number of people who are quite con- 
cerned with their respectability and spend much of their spare 
time in church trying to do something about it. Their respectabil- 
ity concerns are not quite like those of the Lower Middle Class, 
however, for they seem to care more about The Almighty’s view 
of them than of their fellow man’s. Thus, the Upper-Lower Class 
might, for certain analytic purposes, be sub-divided into Church- 
Going and Tavern-Hopping segments, although this would by no 
means exhaust all possibilities of sub-categorization here. 

All of this is by way of indicating that the millions of individ- 
uals who compose each social class are not necessarily similar 
or identical in their consumption patterns, even though they are of 


7. See Russell Lynes, A Surfeit of Honey, (New York: Harper & Brothers, 
1957). 
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equal status socially and share a set of goals and points of view 
which are class-wide. Thus far, the literature on social class in 
both marketing journals and sociological publications has empha- 
sized the similarities of people within classes and rarely pointed 
out these variations. This has been necessary, of course, in order 
to properly introduce the concept and educate social scientists 
and marketers to its utility, but it has led on occasion to naive 
misuse of the concept and ultimate disillusion. In my view, it has 
come time for us to advance into a more sophisticated application 
of social class to marketing problems, which involves awareness 
of the differences as well as similarities within each class. 


Social Class Versus Income 


Let us proceed now to stating the basic significance of this 
class concept for people in the selling field. In the first place, it 
explains why income categories or divisions of Americans are 
quite often irrelevant in analyzing product markets, consumers’ 
shopping habits and store preferences, and media consumption. 
For example, if you take three families, all earning around $8,000 
a year, but each from a different social class, a radical difference 
in their ways of spending money will be observed. 

An Upper-Middle Class family in this income bracket, which in 
this case might be a young lawyer and his wife or perhaps a col- 
lege professor, is apt to be found spending a relatively large share 
of its resources on housing (in a ‘‘prestige’’ neighborhood), on 
rather expensive pieces of furniture, on clothing from quality 
stores, and on cultural amusements or club memberships. Mean- 
while, the Lower-Middle Class family—headed, we will say, by an 
insurance salesman or a fairly successful grocery store owner, 
perhaps even a Diesel engineer—probably has a better house, but 
in not so fancy a neighborhood; it is apt to have as full a wardrobe 
though not so expensive, and probably more furniture though none 
by name designers. These people almost certainly have a much 
bigger savings account in the bank. 

Finally, the Working Class family—with a cross-country truck 
driver or a highly-paid welder as its chief wage-earner—is apt to 
have less house and less neighborhood than the Lower-Middle or 
Upper-Middle family; but it will have a bigger, later model car, 
plus more expensive appliances in its kitchen and a bigger TV set 
in its living room. This family will spend less on clothing and 
furniture, but more on food if the number of children is greater, 
as is likely. One further difference: the man of the house prob- 
ably spends much more on sports, attending baseball games (for 
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example), going hunting and bowling, and perhaps owning a boat of 
some description. 

The wives in these three families will be quite noticeably dif- 
ferent in the kind of department stores they patronize, in the 
magazines they read, and in the advertising to which they pay at- 
tention. The clothing and furniture they select for themselves and 
their families will differ accordingly, and also because they are 
seeking quite different goals. This has become very clear in 
studies Social Research, Inc., has done for the Chicago Tribune on 
the clothing tastes of Chicagoland women, for the Kroehler Com- 
pany on the place of furniture in American homes, and for Mac- 
Fadden Publications on the purchasing patterns and motivations of 
their romance magazines’ Working Class readers.’ (These have 
been contrasted in turn with the motivations of Middle Class wom- 
en who read service magazines.) 

The Upper-Middle Class wife—even of the struggling young 
lawyer—usually buys all her public-appearance clothes at special- 
ty shops or in the specialty departments of her community’s best 
department stores; she feels constrained to choose her wardrobe 
according to rather carefully prescribed standards of appropriate- 
ness. In furnishing her home, she thoughtfully considers whether 
a given piece or a combination of pieces will serve as adequate 
testament to her aesthetic sensitivities, plus doing credit in turn 
to her husband’s taste in wife-choosing. She pays careful attention 
to the dictates of the best shelter magazines, the ‘‘smart’’ interior 
decorators in town, the homes of other women in her class, and 
maybe that of the boss’s wife. 

The Lower-Middle Class woman is more single-mindedly con- 
cerned with furnishing her home so that it will be ‘‘pretty’’ ina 
way that suits her and hopefully might win praise from her friends 
and neighbors. She tries to get ideas from the medium-level 
shelter and service magazines and is perpetually depressed be- 
cause her home isn’t furnished as much like a dream house as 
she would like it to be. In this she is quite different from the 
Upper-Lower wife who is apt to care more about having a full 
array of expensive, gleaming white appliances in her kitchen than 
a doll’s house of a living room. Where the Lower-Middle house- 
wife usually has a definite style in mind which she’s striving to 
follow, the Upper-Lower woman simply follows the lead of news- 


8. This study has been published under the name Workingman’s Wife (Oceana 
Press: New York City, 1959) by Lee Rainwater, Richard P. Coleman, and Gerald 
Handel. 
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paper furniture advertising (and what she sees when window shop- 
ping) toward furniture which is ‘‘modern-looking,’’ by which she 
means the ‘‘latest thing’’ that has hit the mass market. 

A great many more examples of differences in consumption 
patterns by class levels could be given, but the principal ones 
have been well reported already—facetiously by Vance Packard 
and seriously by Pierre Martineau;? for further amplification on 
this point the latter source is recommended. The significance to 
merchandisers and advertisers of these findings about motivational 
differences between classes is fairly obvious, the major idea be- 
ing that for many products, advertising appeals and merchandising 
techniques must be differentially geared to the points of view re- 
flected in these three main social classes. Advertising of brands 
or goods aimed at a specific class must take into account the 
motivations of that class, and not try to sell everything as if it 
were an Upper Class or Upper-Middle status symbol. 

Up to now, we’ve been talking about product areas—clothing, 
furniture, and residential neighborhoods—where the relationship 
between social class and quality of goods purchased is highest. 
In these things the so-called ‘ ‘Quality Market’’ and the Upper Mid- 
dle (and higher) markets coincide. That is, the purchasers of 
highest quality clothing and highest quality furniture are more 
nearly from the Upper-Middle and Upper social classes than from 
the highest income categories, and so on it goes down the hier- 
archy. The correlation between price of goods purchased and so- 
cial class is relatively quite high in these product areas while the 
correlation between price paid and annual income is lower than 
one might expect. 

There is another group of products which are not linked in such 
a direct way with social class, but neither are they linked with in- 
come categories in any obvious relationship. The current car 
market provides an instructive example of this situation, for the 
nature of the market cannot be grasped by using one or the other 
concept exclusively. What is happening in today’s car market can 
only be understood when income categories are placed into a so- 
cial class framework. 


9. See Pierre Martineau, Motivation in Advertising (New York: McGraw-Hill 
Book Company, 1957) and ‘‘Social Classes and Spending Behavior,’’ The Journal of 
Marketing, Vol. 23, No. 2, October 1958, pp. 121-130. 
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The ‘‘Overprivileged’”’ as ‘“‘Quality Market’’ 


Wtihin each social class group there are families and individ- 
uals whose incomes are above average for their class. The Up- 
per-Lower family with an income above $7,000 a year—sometimes 
a product of both husband and wife working, and sometimes not—is 
an example of this. So, too, is the Lower-Middle Class business 
owner or salesman who makes more than $10,000 a year, but has 
no interest in either the concerts or country clubs of Upper- 
Middledom and hence is still Lower Middle Class. The Upper 
Middle Class couple with more than $25,000 a year at its disposal 
but no desire to play the ‘‘society game’’ of subscription balls or 
private schools is also in this category. These are what might be 
called the ‘‘overprivileged’’ segments of each class. They are 
not ‘‘overprivileged’’ in the absolute sense, of course; they are 
‘‘overprivileged,’’ however, relative to what is required or needed 
by families in their class. After they have met the basic expecta- 
tions and standards of their group in the housing, food, furnishing, 
and clothing areas, they have quite a bit of money left over which 
is their equivalent of ‘‘discretionary income.’’ 

In much the same way, each class has its ‘‘underprivileged’’ 
members; in the Upper-Middle Class these are the younger 
couples who haven’t made the managerial ranks yet, the college 
professors, the genteel professionals, and a few downwardly mo- 
bile people from high-status backgrounds who are trying to hang 
on to what fragments of status they have left—for the most part 
these people are below the $12,000-a-year mark and they can 
barely meet some of the basic requirements of Upper-Middle life, 
much less experience any of its little luxuries; in the Lower- 
Middle Class these are the poorly paid bank tellers, the rows of 
bookkeepers in railroad offices, the school teachers with con- 
siderably more status aspiration than income; and in the Upper- 
Lower Class it is almost any family earning less than $4,500 or 
$5,000 a year, at today’s rates of pay in metropolitan areas. 

In the middle of each class’s income range are its ‘‘average’’ 
members, families who are neither underprivileged nor over- 
privileged by the standards of their class. You might think of this 
as the Upper-Middle Class family between $12,000 and $20,000 a 
year, the Lower-Middle family in the $7,000-$9,000 range, and the 
Upper-Lower family near $6,000 per annum. However, this word 
of caution is necessary: a lot of people in the middle income 
range of their class see themselves as underprivileged because 
they are aspiring to become one of the ‘‘overprivileged’’ in their 
class or to move on up the ladder to a higher class. 
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The relevance of all this to the car market is that when you 
look at this particular market today, you find it is the ‘‘average’’ 
members of each class, whether Upper-Middle, Lower-Middle, or 
Upper-Lower, who constitute the heart of the Low-Priced Three’s 
audience; these are the people who are buying Fords and Chevro- 
lets this year and last, and probably next. No longer is the Ford 
and Chevrolet market just a lower-middle income market, or (in 
class terms) a Lower-Middle or a Lower Class market. Rather, 
it is recruited from the middle income group within each social 
class. Indeed, the $15,000-a-year Upper-Middle ‘‘organization 
man’’ is apt to choose a Ford or Chevy from the Impala-Galaxie 
level or else a top-price station wagon once he ventures into this 
market, whereas the average-income Lower-Middle man will set- 
tle for a middle-series Bel Air or Fairlane 500, and the ‘‘average- 
income’’ Upper Lower guy either splurges for an Impala or 
‘‘sensibly’’ contents himself with the spartan Biscayne. 

While this has been happening to the Low-Priced Three makes 
the heart of the medium-price car market has relocated in the 
‘‘overprivileged’’ segments of each class. Today, rich blue-col- 
lar workers are joining prosperous Lower-Middle Class sales- 
men and well-to-do Upper Middle Class business owners in buying 
Pontiacs, Buicks, Oldsmobiles, Chryslers, and even Cadillacs. In 
fact, what there is left of big-car lust in our society is found at 
peak strength among the ‘‘overprivileged’’ Upper-Lowers or else 
among men who have achieved higher status, but grew up as kids 
in the Upper-Lower class and have not forgotten their wide-eyed 
envy of the big car owner. 

Finally, as you may have guessed by now, the compact car 
market’s heart is to be found in the ‘‘underprivileged’’ segments 
of each class (here we are speaking of the market for a compact 
as a first car). The overwhelming majority of Rambler pur- 
chasers, Falcon buyers, and foreign economy car owners come 
from this socio-economic territory. Thus, it is not the really 
poor who are buying these cheapest, most economical cars—rather 
it is those who think of themselves as poor relative to their status 
aspirations and to their needs for a certain level of clothing, fur- 
niture, and housing which they could not afford if they bought a 
more expensive car. 

The market for compacts as second cars is somewhat more 
complicated in its socio-economic geography, being located in the 
middle range of the Upper-Middle Class, and the ‘‘overprivileged’’ 
segment of the Lower-Middle. The ‘‘overprivileged’’ Upper Mid- 
dle may have one as a third car, but he prefers either a T-Bird, 
a foreign sports car, a Pontiac convertible, or a beat-up station 
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wagon as his second car, while the ‘‘overprivileged’’ Upper Lower 
is apt to go for a used standard if he wants a second car. 

If marketers and advertisers had assumed that the market for 
compacts was going to be the lowest-income or lowest-status 
members of our society, they would have seriously miscalculated 
in their merchandising and advertising approach. Rambler, for 
one, did not make this mistake. American Motors advertised its 
cars as ‘‘bringing sense into the auto market’’ and thus enabled 
people who bought one to pride themselves on the high-minded 
rationality they had displayed. Rambler owners, as they drive 
down the street, are not ashamed that they couldn’t afford better— 
instead, as the company has told them to be, they are proud that 
they did not yield, like their neighbors, to base emotional desires 
for a car bloated in size beyond necessity and loaded in gadgetry 
beyond reason. Compact car owners have their own form of snob- 
bery—what might be called ‘‘sensibility snobbery’’—with which to 
content themselves and justify their purchase. 

This analysis of the car market is one example of what I mean 
by the sophisticated application of social class concepts to mar- 
keting and advertising problems. There are many products and 
many brands which, like cars, are more nearly symbols of high 
status class within class than symbols of higher status per se. 
A color television set is such a product, or at least it was two 
years ago when Social Research, Inc., studied its market. At the 
time color television manufacturers were puzzled because sales 
were thinly spread throughout the income scale, without any 
noticeable increase in concentration until an extremely high level 
was reached. Furthermore, they were unable to see any particu- 
lar relationship between social class and color set ownership, 
since about as many Upper-Lower Class people owned them as did 
Upper-Middles. However, when the two factors of income and 
class were put together, in the manner described above, it became 
clear that the color television market was concentrated among 
high-income or ‘‘overprivileged’’ members of each social class. 
Other products which bear this complicated relationship to class 
and income are the more costly brands and larger sizes of home 
appliances. Fairly expensive recreational equipment like out- 
board motor boats also tend to be in this category. 

In summary, today’s market for quality goods and quality 
brands is not necessarily drawn from what has historically been 
described as the ‘‘Quality Market’’ of Upper-Middle and Upper 
Class people, nor even necessarily from the highest income cate- 
gories. Rather, in many instances, it is drawn from those people 
within each social level who have the most discretionary income 
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available for enjoying life’s little extras above and beyond the re- 
quirements of their class. Every merchandiser and advertiser 
ought to take a good hard look at what he is selling and ask him- 
self if it bears this particular relationship to the class and income 
picture. If his product does, and if his brand is one of the more 
expensive, then he should merchandise it not as if it were just for 
social climbers or for the upper classes, but rather as part of the 
Better Life, U.S.A. If, on the other hand, his brand is one of the 
least expensive, then he is not just selling to the poor, but rather 
to those in all classes who feel it is only sensible on their part to 
settle for a brand such as his and save the difference for other 
things which are more important in their statement of social class 
aspiration and identity. 


Social Class Isn’t Always Important 


Now, to make the picture complete, it must be pointed out that 
Social Research, Inc., has found some products in which the in- 
come factor is all-important and the social class variable is rele- 
vant only to the extent that it is correlated with income. Perhaps 
the most perfect example of this is the market for air conditioners 
in Southwestern cities. There, everybody—except the sickly and 
the extremely old-fashioned—agree that air conditioning one’s 
home is imperative if summer is to be survived with any degree 
of comfort. Consequently the expensiveness of a family’s air 
conditioning equipment—whether centrally installed, or window 
units to the number of four, three, two, or one—is directly corre- 
lated with family income. It is not merely a function of discre- 
tionary income—as in our example about purchase of medium- 
priced cars; it is instead almost completely a function of total 
annual income. If more Upper-Middles than Upper-Lowers are 
fully air-conditioned it is only because more of them can afford to 
be; it is not because Upper-Middles as a group are placing higher 
priority on the air-conditioned existence. 

Undoubtedly air conditioners are not alone in being classless— 
so that one more thing the marketer who uses social class ina 
truly sophisticated way needs to understand is that there can be 
occasions when it is an irrelevant variable. Realizing this, he will 
not become disenchanted with social class when he finds a mar- 
keting problem where it does not shed light or where it does not 
seem pertinent. Of course, he will want to make sure that in ad- 
vertising such a product there is indeed no need to take class into 
account. After all, some apparently classless products are prop- 
erly sold to the market in a segmental approach, appealing first on 
one ground to one class, then on other grounds to another. 
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There are other products—and probably air conditioning is one 
of them and children’s play clothes may be another—where this is 
not necessary. For such products some factor, such as physical 
comfort (in the one case) or simple durability (in the other), is so 
basic in the consumer’s consideration that all other motivations 
pale into insignificance beside it. There are even products, like 
beer, where the democratic approach—that is, a tone of ‘‘let’s- 
all-be-good-fellows-together’’ is exactly right and segmental ap- 
peals or snob stories are all wrong. 

Another aspect to the sophisticated employment of social class 
refers back to the point made earlier that social class groups are 
not always homogeneous. It must be recognized that at times a 
product’s market is formed by ‘‘highbrows’’ from the Upper-Upper 
Class on down to the Lower-Middle, or by ‘‘suburbanites’’ and 
suburban-minded people of all classes—in which case the social 
class variable may confuse a market analysis more than clarify it. 

Particularly must merchandisers and market analysts beware 
of equating ‘‘Class’’ with ‘‘Brow’’; for they are not synonymous. 
For example, the Upper-Middle Class and those above it are 
mainly middlebrow in taste (veering toward an all-American 
lower-middlebrow level of preferences in television shows and 
advertising messages) even though the majority of highbrows are 
found at this level. At times advertisers have made the mistake 
of assuming that the Upper-Middle Class should be appealed to in 
a highly sophisticated fashion—and though this is just fine if the 
product itself is likely to appeal primarily to the Manhattanized 
type of Upper-Middle, it is not correct if it is expected to sell to 
the kind of doctor in Dubuque who enjoys a visit to New York every 
now and then but would never want to live there. 

In short, not only must the sophisticated marketer abandon 
social class in favor of income categories on occasion in his 
analysis and interpretation of a market, he must recognize that 
at times both income and class are superseded in importance by 
divisions of the public into brow levels, by divisions into ‘‘high 
mobiles’’ and ‘‘low mobiles,’’ innovators and non-innovators, in- 
ner-directed and other-directed, urbanites, suburbanites, exur- 
banites, ruralites, and Floridians, or what have you. Usually, of 
course, fullest understanding of a market will require that social 
class be linked in with whichever sub-categorization proves 
pertinent from among those in the catalogue just recited, much as 
income and class were linked together for fullest comprehension 
of the car market. 

As a final point, let it be noted that the way of life and the goals 
of people in each social class are in perpetual flux. Neither the 
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‘‘who’’ of each class nor ‘‘what motivates them’’ are constants to 
be assumed without continual re-evaluation. Right now, particu- 
larly, it is very clear that our society is changing. Every year 
the collar-color line is breaking down further. More blue-collar 
workers are becoming Middle Class as well as middle income and 
Modern, and a white-collar position is less and less a guarantee 
of Lower-Middle status. As a consequence of this, the Lower- 
Middle Class is perhaps somewhat more ‘‘materialistic’’ in out- 
look and slightly less ‘‘respectability’’ conscious than it was 
25 years ago, or even 8. Meanwhile, for men and women to 
achieve Upper-Middle status without college backgrounds is be- 
coming more and more difficult, so that this class is turning much 
more worldly-wise and well-read, much less conventionally bour- 
geois than it was in the zenith of Babbitt’s day. 

In short, the form of our society and its division into social 
classes is not fixed as of Yankee City in 1931, Jonesville in 1944, 
Kansas City in 1952, or St. Louis in 1960. We won’t be able to say 
exactly the same things about either the classes themselves or 
their relationships to specific markets by next year at this time. 
This fact about the American class structure, that it is not static, 
that it is in the process of change, is in itself important to mer- 
chandisers, to advertisers, to anyone in selling. Among other 
things, it means that undoubtedly they have played a part in past 
changes and can play a leading role in directing future changes. 
But of more direct concern here, to the marketing analyst it means 
that if he allows his stratification concept to become dated, his 
use of it will cease as of that moment to be sophisticated. 
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19. SOCIAL CLASS AND ITS VERY 
CLOSE RELATIONSHIP TO THE 
INDIVIDUAL’S BUYING BEHAVIOR 


Pierre D. Martineau* 


There are many close correlations between the individual's 
economic behavior and his social class membership. Total- 
ly apart from the utilitarian function of goods, they also 
are expressions of the status factors which give identity to 
the individual's particular group. The products, the stores, 
or the services are categorized, among other attributes, as 
symbols of class and mobility by the individual acting as 
buyer. 


HE theoretical concepts underlying the fact that a social class 

system very definitely does exist in the United States have 
been documented elsewhere, so there is no point in my dwelling 
on this aspect of the subject. Likewise many of the relationships 
between the individual’s class membership and his broad general 
behavior have been pointed to in a considerable body of literature, 
embracing such areas as the family structure, its attitudes toward 
education, whether its orientation is toward the future or the 
present, toward the larger world or a more compressed reality of 
job and home, the likelihood of mobility existing in each class, and 
so forth. 

I intend to confine myself almost entirely to the individual’s 
economic behavior and to discuss specifics as much as possible 
to make my point that social class is a very rich dimension that 
should be considered in almost any study of consumer activity. 
It is perfectly true that many categories of products do exist 
where class differences are not discernible, such as our estima- 
tions of coffee and hot tea drinking. However just as many other 
variables perform the same way, this does not deny the usefulness 
of social class. I would state that we have explored social class 


*Pierre D. Martineau, Director of Research and Marketing, The Chicago 
Tribune. 
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dimensions in almost every research project we have done for the 
past six years and often have found it to be the most fruitful of all 
the many variables. 

I am quite aware that this can be a very sticky subject for dis- 
cussion. Unsophisticated management can become very resentful 
at any discussion of the subject because they immediately per- 
sonalize the framework and become emotionally upset. Any audi- 
ence of management echelons will include a high percentage of 
mobile people in the process of movement from one class to 
another. Many of this segment are extremely sensitive to any 
reminder of their origins or the emotional bruises which they have 
sustained in their own ordeal of class change. Frankly, I almost 
invariably disguise the terminology in the presentations I make to 
any lay audience. Even though a retailer’s customers are almost 
entirely lower social class groups he and his wife often are still 
too acutely aware of their own personal problems of transition and 
acceptance by a higher status group to admit any objective dis- 
cussion. 

Intellectuals from the liberal arts, who like to think they are 
the only true intellectuals, are bemused and lofty at the concepts 
of social class as if it were a passing fad or else they belligerent- 
ly denounce it as undemocratic and un-American, After all, aren’t 
all Americans theoretically equals? We are; but like virtually 
every society on the face of the globe, we have a social structure 
with definite hierarchies. 

As for the professional market researchers and even the 
specialists from the social scientists such as most of the psychol- 
ogists who lately have come into business research, the plain 
truth is that most of them are not sufficiently grounded in social 
theory and social class either to admit their existence or to be 
comfortable working with these subjects. Virtually all the psy- 
chologist’s training has revolved around the study ofthe individual. 
He cannot jump the gap from studies of individual behavior to 
studies of group behavior. He thinks the principles applying to 
individual behavior are equally appropriate for group behavior. 
But they are not at all. They are on entirely different levels of 
thought and motivation. 

Our behavior, your behavior, my behavior, can be categorized 
into four different levels: 


1. The self, which is oriented around the psychology of one 
individual. 

2. The group. 

3. The nation. 
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4, Special cases of group behavior which are structured, such 
as structured organizations like a corporation, a political party, 
a church, an academic faculty. The first three levels are not 
formally structured. 


Recognizing these different levels, now you introduce different 
thinking to explain group behavior. We are often confronted with 
the term ‘‘the general public.’’ Editors and management both ask 
‘‘What does the general public think?’’ There is no such thing as 
a general public. There are many publics, many groups, but no 
one general public. Anyone who uses the term ‘‘general public’’ 
has disturbingly large gaps in his understanding of the social body. 

If I have belabored this point, it is because I have had so many 
controversial discussions with researchers who insist that a 
family income analysis will correlate so closely with a social 
class analysis that the latter is unnecessary. Thisis just not true. 
Very often there is a rough correlation, but often there is little 
correlation. 

This is easy to document with concrete illustrations. For 
example, we have been doing a series of studies on the style of 
business and the customer bodies of many of Chicago’s larger 
automobile dealers. We quickly turn up a ready-mix concrete 
truck driver whose earnings with those of his wife were $13,000 
yearly and who bought a $4,800 new Mercury which, incidentally, 
was later repossessed. We found a Negro domestic earning in 
money $200 a month who also bought a new Mercury on which the 
payments were $96 a month. In this same customer group were a 
company vice president earning $8,000 a year and a sales manager 
with a $7,500 income. An income analysis would not reveal the 
manner of living of these families in any accuracy at all. Their 
life styles are totally different. The high income truck driver 
lives very differently from the middle income vice president. 

Every one of these auto dealers nets more than $100,000 year- 
ly, yet the success of many of them is due to their Upper Lower 
Class origins and their ability to move easily with this group. 
Like 90 per cent of politicians at the local level, the precinct cap- 
tains and ward workers who are the pillars of any organization, 
they radiate belongingness and understanding to this class. We 
asked one of the very successful dealers selling a car in the 
$3000-5500 range, ‘‘If you had your choice, which type of prospect 
would you most prefer to see walk inyour showroom door.’’ With- 
out hesitating he stated, ‘‘A factory worker. Much more thana 
white collar worker. Certainly more than a professional or execu- 
tive.’’ 
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Automobile dealers in different parts of the metropolitan area 
have entirely different styles of business, according to their 
neighborhoods. A dealer in an Upper Middle Class suburb estab- 
lishes personal relationships in both service and sales which are 
entirely foreign to the huge wheel-and-deal operations in the city. 
These of necessity must depend for their large volume on the Up- 
per Lower Class. The middle class suburban dealer is not nearly 
so aggressive or high pressure because his potential market would 
reject such approaches. He has to show awareness of the higher 
status of his customer. 

Every retailer learns to adjust to the psychological demands of 
his particular customer group. Inasmuch as he is serving a defi- 
nite class or segment of classes, this simply means that different 
social classes have different expectations from the stores they 
patronize. The retailer by his advertising, by his windows, by the 
atmosphere in his store, by the behavior of his clerks communi- 
cates outwardly that he can establish rapport with their expecta- 
tions. 

We recently did a study of shoe retailers in Chicago which in- 
cluded exposure to their advertising, their clerks, and their 
windows. Just to touch one phase, their windows communicated 
quite vocally what class they were serving. If a store had many, 
many shoes in the window, it was a middle to lower price store. 
Conversely, you learned quickly that a high style, high price store 
would probably only have one shoe in the window, in a setting of 
abstract art. If a store had only handsome young clerks, this 
signified a low price chain store. Older age clerks meant the 
store was for higher status people, or for people with foot prob- 
lems. 

We have done countless studies of retail advertising that make 
very clear how the store’s style of advertising conveys more than 
the goods advertised—that this particular store is reaching out to 
a very definite class segment of the market. There may be sub- 
groupings of this class, but the reader can clearly tell whether 
she belongs in this store or not. I have learned, just as the reader 
has unconsciously learned, that most of the store’s psychological 
and social identity is conveyed by the non-verbal visual elements 
of the advertising plus the emphasis on price rather than by any 
formally stated communication, 

In a study of furniture store advertising, we presented adver- 
tising typifying higher price, middle range, and mass audience 
store advertising. We masked the store names and asked the 
sample what would the store be like which would run such adver- 
tising, and which Chicago stores might use this kind of advertising. 
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The readers could very accurately position each store, and char- 
acterize its identity. But there can be clear-cut differences be- 
tween characterization of the store by the total sample and by the 
particular social class to which it is addressing itself. 

In this case, the total sample spoke in very derogatory terms 
of the lower price store and its overly black advertising, the over- 
emphasis on price and the items of furniture advertised. How- 
ever, the working class market, particularly the bottom of it, were 
very ecstatic about this store: ‘‘good prices, nice furniture, 
friendly store.’’ In other words, it was communicating very 
clearly to its own market, and it would be stupid for this store to 
emulate the beautiful advertising of the stores selling to the top 
social groups. 

This is what the national advertiser cannot seem to grasp. The 
retailer rarely conceptualizes the impact of his advertising appeal 
to his customer group, but by trial and error he soon finds out 
which style works best for him. On the other hand, national ad- 
vertising is handled by advertising agencies, staffed entirely by 
Upper Class people or individuals highly oriented to upward 
mobility. They can create upper class advertising and middle 
class advertising. But they haven’t the faintest idea how to talk 
to the market which is not middle class because they proceed on 
the premise that ‘‘people are people,’’ which means like them- 
selves. 

When they think of addressing the teen-age market, they take a 
horizontal approach as if all teen-agers behave the same regard- 
less of class, which is not true. If they think of the Negro market, 
they again lump all Negroes together, overlooking that Negroes 
have their own social class system. The middle and upper class 
Negroes are much more like their white counterparts than they 
are like lower class Negroes. If the actualities of social class are 
explained to advertising agencies and to most lay people, then they 
think of the lower classes as if they were children, which of course 
is wrong. The adults in the lower classes are mature, very in- 
telligent grown-ups but with a different set of viewpoints stem- 
ming from their class membership. 

The advertising manager of a major appliance manufacturer 
asked me if the logical conclusion of this thesis is that one style 
of advertising therefore cannot be effective with all classes. This 
is exactly what I mean. The variety stores who have become very 
effective newspaper advertisers use a blacker style of layout and 
typography to convey that they serve the mass audience. As our 
major cities become filled up with Lower Lower class migrants, 
a new type of discount house has sprung up serving this low-end 
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market. Their advertising style conveys that they are worlds re- 
moved from the department stores and the earlier discount houses. 
Their advertising is an outward projection cf the stores and their 
merchandising to position themselves on « social class ladder. 
Many manufacturers furnish their retail dealers with advertising 
mats which are all of one advertising style. The larger retailers 
immediately adapt this manufacturers’ advertising to their own 
particular style, because it has to be submerged into the store’s 
own class appeal. 

Advertising is only one of the factors in marketing. Going 
back to the total problem, there are countless industries and serv- 
ices directed to the consumer whose problems and potentials are 
involved with social class. We have just completed a national 
sample of air travelers, studying the implications of jet travel. 
Only 10 per cent of the sample were not middle class. Some 
presentations recently on the tasks awaiting marketing asked 
‘‘How are we going to convert that 78 per cent of the population 
which has never been up in an airplane?’’ The answer is, not by 
any present approaches on the part of the airlines. 

I am not so sure the airlines should try to be the mode of 
transportation for the whole population. My guess is that if they 
did, they would probably lose much of their present market. This 
is the mistake that too many marketers make. They attempt to 
convert a product or service which has strong appeal for some 
segment of the market into something which will be all things to 
all people. They end up usually having only a brand of no appeal 
to anybody. 

At any rate, the airlines are strictly a form of travel for mid- 
dle class people. Their downtown waiting rooms, the airport 
lobbies and the interiors of the planes are simply transformations 
of the lobby of a first class hotel. The service they provide, the 
particular food, the particular drinks, the behavior of the steward- 
esses is directly aimed at the upper middle class. Once upon a 
time coach service might have been a refuge for lower class peo- 
ple: bad scheduling, box lunches, crowded seating, and obviously 
poorer service. However, on today’s jets with dual configuration, 
all these disadvantages have disappeared. We found morebusiness 
men flying jet coach than any other single class. My point is that 
just as the lower social classes can perceive that they don’t be- 
long in some store, they can also perceive from a variety of clues 
that air travel is for another class and not for them, 

Likewise there are tremendous variations in taste preferences 
which are rooted in class membership. A home is an abode of 
shelter, but it is also a symbol combining the hopes, the dreams, 
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and the reality world of those who live init. In a study asking 
women to make a choice of home styles, we found very high corre- 
lation with the social class values and the exterior of the house, 
the asthetic appeal or lack of it in the landscaping, what neighbor- 
hood it would probably be in, etc. As with the exterior, so with 
the interior furniture. Today, the farther down the social ladder 
one goes, the more has modern become the dominant motif; or 
else, no theme at all. On the other hand, contemporary, tradi- 
tional, French and Italian provincial, and early American styles 
serve as prestige furniture for the middle and upper classes, 
wanting to set themselves apart from the average taste. I should 
add these studies were done in metropolitan Chicago. While the 
specific style preferences may vary in other sections, I would 
still guess that almost anywhere furniture style has greater sym- 
bolic value for the middle and upper classes. Likewise they will 
be most likely to depart from the norm because they have much 
greater confidence in their taste, and their desire to set them- 
selves apart from lower class symbols is stronger than any fear 
of criticism of their taste. 

The handling of money likewise follows class lines—where to 
save, what to save for, where to borrow. We asked the question: 
‘‘Where would you borrow money if you suddenly needed it for a 
doctor?’’ Middle class people mentioned insurance policies or a 
bank. Lower class people answered personal loan companies, 
credit unions, and from friends. While the bank is well regarded 
as a place for anyone to save money, the bank checking account is 
pretty much a standard status symbol for the middle and upper 
class family. 

Recreational activities may also have class patterns. Major 
league baseball is almost entirely patronized by Upper Lower 
Class people. The only times middle class people attend is on 
Opening Day; when they are entertaining their boy children or 
grandchildren; or when the home city is in the World Series. But 
on normal occasions, their attitude at being in this Upper Lower 
Class activity resembles that of slumming, or of being ostenta- 
tiously wholesome. On the other hand, attendance at Big Ten foot- 
ball games is about 100 per cent Middle Class, and mostly Upper 
Middle at that. 

Obviously I can only touch at some scattered fringes of any 
individual’s or any family’s economic behavior. I hope I have es- 
tablished that in many cases, the realities of social class and the 
meanings placed on various activities in a symbolic sense will de- 
termine the individual’s economic behavior. Social class is far 
more than a subject of academic interest. Rather, it is an ex- 
tremely fruitful field for marketing exploration. 
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We have been witnessing population shifts of tremendous pro- 
portions, particularly in the larger cities, which have brought 
far-reaching social shifts. The stereotype much used in advertis- 
ing and on magazine covers of today’s young suburban housewife, 
the idealized and long-legged beauty barbecuing on her backyard 
patio, scarcely holds true in the new migration of Upper Lower 
Class families to the suburbs. There are Upper Class suburbs, 
Middle Class suburbs, and Upper Lower Class suburbs. We have 
scarcely adjusted to the fact that the well-paid Upper Lower Class 
unionized workers often have greater discretionary spending pow- 
er than white collar office workers, and have greatly changed 
their standard of living. I still don’t think we know how to talk to 
these people very well in advertising and marketing. Now we are 
confronted by the fact that the big cities are filling up with mi- 
grants still farther down on the social ladder and who are still 
farther removed from us, making communication that much more 
difficult. 

However, through all this change, a social structure is still 
evident. It is not exact; there are no sharp lines between classes, 
and scholars disagree about definitions and concepts. But I think 
that consideration of the status factors of group behavior will in- 
ject new insights on the active dynamics of economic activity that 
we as marketers attempt to pattern. 


Part Four 


TOWARD MATURITY IN 
MARKETING RESPONSIBILITY 


A. Morality in Marketing 


20. MARKETING AND MORAL VALUES 
IN AN ACQUISITIVE SOCIETY 


Eugene J. Kelley* 


It is no longer possible for the teacher of marketing to 
leave ethical considerations out of his subject. Students 
must be able to evaluate criticisms of marketing at both 
factual and ethical levels. Policy questions can also be 
considered on an ethical basis. Behind these suggestions 
lies the belief that marketing is a developing discipline 
within a maturing society that will continue to make stern- 
er ethical demands upon business enterprise. If the pro- 
fessor's function in society is to appraise, increase, and 
disseminate knowledge, then it seems almost mandatory to 
consider all marketing questions, including the ethical, at 
both descriptive and normative levels. 


HE issues discussed in this paper center on whether or not 

marketing teachers should be concerned with moral values and 
ethical questions in the teaching of marketing. Marketing pro- 
fessors as individuals might not separate material and spiritual 
factors. As professionals, they usually have not linked ethics with 
marketing in their teaching, research, and writing. 

Some marketing teachers maintain marketing should not be 
concerned with ethical questions, perhaps because ethical discus- 
sions involve value and moral judgments which might conflict with 
the advancement of science in marketing. Other teachers have 
grown sensitive to criticisms that we are preparing students for a 
field described as ‘‘huckstering,’’ using ‘‘hidden persuaders,’’ 
contributing to a ‘‘pitchman’s prosperity,’’ producing ‘‘artificial 
obsolescence,’’ and comprised of ‘‘wastemakers.’’ This group 
believes students should be able to evaluate criticisms of market- 
ing at both factual and ethical levels and that it may no longer be 
adequate to justify marketing solely in terms of economic accom- 
plishments. 


*Eugene J. Kelley, Professor of Marketing and Associate Dean, Graduate 
School of Business Administration, New York University. 
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Critics and opinion leaders are increasingly critical of mar- 
keting policies—charging deliberate programs of planned obsoles- 
cence, consumer manipulation, and proliferation of products with- 
out functional differences. Marketing teachers should not ignore 
or react defensively to such criticisms. To do so would only 
broaden the schism between intellectuals and the business com- 
munity. 

Marketing teachers can communicate ideas on the positive 
values of a free marketing system based on a hierarchy of values 
including customer service, individual and societal development, 
freedom of choice, in addition to profit maximization. There are 
numerous illustrations of the concern of marketers with the prin- 
ciples of business responsibility, public service, veracity, social 
welfare, and consumer sovereignty. These are as much parts of 
the ethical dimensions of marketing as are the aspects the critics 
are prone to comment on such as deceptive promotion and the 
stimulation of meaningless and wasteful consumption. The basis 
of the necessary dialogue lies in a discussion of the ethical dimen- 
sion of marketing thought and practice. 


Definitions’ 


Ethics. Ethics is one division of philosophy. In the sense that 
the term is used in this paper, ethics refers to the philosophy of 
moral values or moral norms, i.e., normative ethics. In this case, 
ethics does not belong to empirical science, but to philosophy. 
Ethics is the study and philosophy of human conduct with emphasis 
on the determination of right and wrong. It is concerned with good 
and evil, with what is right and what is wrong. ‘‘The purpose of 
philosophical, or normative, ethics is to state norms for human 
action or judgments about moral values.’’ # 

Moral. Moral refers to the degree of conformity to right con- 
duct, to being actuated by a sense of the good, true, and right. 
Thus, ethics refers to the rules of human behavior deemed right 
and proper by society at a point in time; moral is a descriptive 
adjective denoting a standard of ethical behavior. 

Acquisitive Society. The term acquisitive society is used to 


1. I am indebted to Dr. J. Whitney Bunting for a helpful discussion of defini- 
tions. Dr. Bunting, Adjunct Professor of Business Administration at the Graduate 
School of Business Administration of New York University, will teach a course in 
Business Ethics in the Spring Term at New York University. 

2. Morton White, The Age of Analysis (New York: The New American Library, 
1955), p. 217. 
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describe one view of our consumeristic society underlying many 
ethical discussions. In many respects our society is more mate- 
rialistic than others. In the United States greater emphasis seems 
to be placed on acquiring material things in the belief that this is 
one way to achieve the age old dream of the good life. Our nation- 
al faith in this belief is reflected in our economic, social, and 
marketing system and accounts, in no small measure, for the 
American standard of living. 

Ethical concepts and moral standards always exist and moral 
decisions are endless for all in any society. It is not suggested 
that problems of marketing ethics are more numerous or difficult 
than in medicine, law, teaching, or any other field. Marketing is 
by nature a more visible and conspicuous activity than most fields 
and, therefore, more likely to be noted and criticized. Profes- 
sionals in any field have an obligation to respond objectively to 
criticisms, even to anticipate criticisms of the ethical norm. 


Ethics are above Culture 


The conflict between ethical concepts and marketing practice 
exists because philosophers are concerned with an ideal in which 
ethical values are superimposed on the culture according to the 
highest moral standards. But the norms of ethical behavior in 
business are taken from the prevailing culture of the time and may 
be far from the philosophic ideal. Unfortunately, all too often the 
ethics practiced in a field are the worst of the culture, not the 
best. Examples can be found in international law, religion, poli- 
tics and other fields besides marketing.® 

By definition, ethics is a subject not related primarily to busi- 
ness practice, but to the promise and potential of a higher moral 
climate. Thus, at one level of ethical study it is possible to iden- 
tify issues with ethical dimensions and to develop an appreciation 
of the relation between existing business practice and ethical 
standards. 


Some Marketing Questions 


Some marketing issues with ethical dimensions are illustrated 
by the following questions. The questions may indicate the dis- 
cussion and research possibilities of the ethical dimension. Each 


3. Kenneth S. Carlston, The Province and Role of Marketing Theory (Urbana, 
Illinois, unpublished manuscript, 1960). 
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question can be discussed on two levels: factual and ethical. The 
ethical level would be one which would consider standards for ap- 
proval and disapproval. 


1. What are the ethics of persuasion and promotional strategy? 
What are the ethical responsibilities of the motivation researcher 
and the manager who uses his findings? How far should research- 
ers go in probing into the subconscious of the individual to try to 
influence or manipulate purchase behavior ?4 

2. Is it ethical to persuade someone to do something which 
might not be in his long term interest—to spend money on liquor 
instead of education, or to spend money, more than he can afford, 
on a deluxe refrigerator while the present one has utility? 

3. Planned product obsolescence is a major issue. Is it ethical 
to ‘‘make’’ a product obsolete before it is completely worn out? 
Are marketers wastemakers? Is wasteful product obsolescence 
necessary to product development programs? 

4. To what extent are marketers, as practical businessmen, 
concerned with anything but the efficient movement of volume at a 
profit? 

5. The new marketing concept has required wide-reaching 
changes in organization, philosophy, promotion, and product or- 
ganization. All this has involved people, and many people have 
been, or think they have been, adversely affected. To what extent 
do we or can we set up safeguards to minimize this impact on 
people in undertaking reorganization which we know is inevitable 
and essential to survival? Where does ‘‘cruelty’’ begin (or end) 
and where does ‘“‘toughness’’ take over in dealing with human 
beings, with frustrated ambitions, regroupings which inevitably 
‘‘put someone under someone else?’’ How can we safeguard the 
freedom of thought and inquiry that are so essential in all cre- 
ative jobs? 

6. Many people have said that integration and coordination 
were the outstanding developments and gains from the marketing 
concept. Does this imply an intensification of the ‘‘organization 
man?’’—the elimination or subduing of individualism and of cre- 
ating ‘‘aloneness,’’ without which there is no individual progress? 


4. Some of the newer techniques of advertising raise interesting ethical ques- 
tions. Consider, for instance, the discussion possibilities of the recent FTC ruling 
restricting Colgate in the ‘‘invisible’’ shield case. This is an example of many sit- 
uations where to illustrate something on TV the advertising technician must fake it. 
Where whipped cream tinted grey is used to imitate shaving cream on a model’s 
face, is there deception or isn’t there? 
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7. One of the significant changes taking place today is in the 
field of distribution channels. Many manufacturers are setting up 
their own branches, bypassing the distributor; many others sell 
through distributors to the small, unprofitable accounts, but sell 
direct where the volume makes this profitable (and would make it 
profitable for the distributor as well). To what extent do we have 
any moral responsibility to keep the independent merchant in busi- 
ness? Is the disappearance of tens of thousands of small mer- 
chants of any concern to the efficient marketing executive? Is this 
entirely a matter for political reformers, welfare economists and 
others? 

8. Do we, as marketing people, have any responsibility in de- 
veloping standards for measuring contributions, other than cold 
efficiency? Is it, or should it be, any of our concern that the theory 
of ‘‘the survival of the fittest’’ should be seriously questioned by 
sociologists and some economists? Should we concern ourselves 
with this question in appraising the ‘‘value added’’ by distribution? 

9. What are the ethical implications of the indications that 
profits are taking on a subsidiary role in many business prob- 
lems? Economic stability, public relations, fear of government 
intervention are strong influences on executive decisions and have 
modified the traditional view of profit maximization. The term 
‘‘corporate conscience’’ has been used to describe this change. 

10. Are the existing legal structure, individual personal stand- 
ards, and the general level of ethical expectations of the times 
sufficient guides to ethical marketing conduct in a changing world? 

11. One more question: should such questions be introduced 
from time to time in the framework of marketing courses?° 


Many of these complex questions have, in one form or another, 
been considered by thoughtful men for centuries. Most individuals, 
whether consciously or not, have arrived at positions. Some of the 
questions suggested have political as well as moral and economic 
overtones. None of them are posed to deny that the prime re- 
sponsibility of business is to perform an economic function. Un- 
derlying such questions is the view that, in the long run, it is not 
likely that a business, or the enterprise system as we know it, 
can survive if the narrow view of ethical questions is taken. 

The ethical and social demands being placed on business 


5. Dr. Hector Lazo of the Graduate School of Business Administration of New 
York University has discussed such questions in his courses and has contributed to 
the above list of questions. 
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administrators are part of the environment influencing many mar- 
ket decisions. To ignore social and ethical considerations is to 
ignore the will of the market. The importance of the market in 
setting ethical standards is one reason why marketing men must 
lead the way in developing the social responsibilities of business 
enterprise. 


Criticisms of Present Standards 


Some critics believe that business ethics have declined in re- 
cent years and that some forms of corruption in the United States 
today are deeper and more widespread than 10 or 20 years ago. 
This is the view communicated in one form or another in books 
such as The Operators, The Organization Man, The Hidden Per- 
suaders, The Status Seekers, The Wastemakers, The Affluent So- 
ciety, The Lonely Crowd, The Exurbanites, and Life in the Crystal 
Palace. Some of these books can be regarded as non-scholarly 
works with serious errors and distortions. However, the cumula~ 
tive criticism of present standards of business responsibility can- 
not be ignored, even though many of the writers are straining hard 
to make a journalistic point. Time does not permit a detailed 
analysis of these books. One common denominator can be pointed 
out. All these authors are highly critical of ‘‘Madison Avenue’’ 
and of many marketing practices. All portray ‘‘a society uprooted 
by great changes, losing its certainty about moral values, and try- 
ing to substitute social approval for morality... 

Students who have heard only one side of the debate will find 
two recently published books provide some of the answers to crit- 
icisms being directed to this field. These are The Spenders by 
Steuart Henderson Britt and The Strategy of Desire by Ernest 
Dichter. 

Some scholars believe that western society is facing an inevi- 
table mental, moral, and socio-cultural revolution and that we are 
not in one of the ordinary crises which happen every decade, but 
in one of the greater transitions in human history.’ Business and 
marketing leaders must be perceptive enough to appreciate the 
nature of the extraordinary character of the contemporary crisis 
of our culture and society. As Sorokin put it, ‘‘he is a poor doctor 
who treats dangerous pneumonia as a slight cold.’’® 


6. Speech by Robert L. Fegley, General Electric Company, before Williams 
College Undergraduates, Williamstown, Mass., January 31, 1960. 

7. Pitirim A. Sorokin, The Crisis of Our Age (New York: E. P. Dutton & Com- 
pany Inc., 1957), p. 315. 

8. Ibid, p. 315. 
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Ethics and the Development of Marketing 
as a Discipline 


The level of ethical behavior in a field seems to be related to 
the stage of development of a discipline. In the context of market- 
ing as a maturing discipline it might be helpful to recall White- 
head’s suggestion for applying Hegel’s ideas to educational theory. 
The Hegelian analysis of progress, Thesis, Antithesis, and Syn- 
thesis, in relation to intellectual progress, was compared by 
Whitehead to the stage of romance, the stage of precision, and the 
stage of generalization? 

In an historical sense, marketing has completed the laissez 
faire period, where each businessman and economic unit operated 
with a minimum of restraint. We may now be in an era where 
ethics and legality are generally equated and operating under a 
kind of minimum ethic in which some rules have been established 
and others are understood. Much marketing activity seems to ex- 
ist in this rather elastic, legally dominated ethical framework. 

A third stage was suggested by Cabot when he identified a stage 
of Christian ethics, ‘‘a sample of which is the effort to satisfy 
real, deep, and permanent desires, and not merely obvious de- 
sires in others as well as ourselves.’’™ This might be called an 
ideal or maximum ethic. These ethical levels, laissez faire, le- 
gally determined, and maximum seem to parallel Whitehead’s 
stages of intellectual progress of romance, precision, and gener- 
alization. 

Many marketers tend to confine themselves to the second stage 
of the cycle, the stage of precision, and to view ethical problems 
in essentially legalistic terms. This seems to minimize the fer- 
ment which underlies the precision stage of marketing and the 
potential educational meaning of the intellectual stage of general- 
ization. 

As Whitehead points out, the stage of precision is barren with- 
out a previous stage of romance; he says, ‘‘unless there are facts 
which have already been vaguely apprehended in their broad gen- 
erality, the previous analysis is an analysis of nothing.’’!! The 
final stage of generalization, Hegel’s Synthesis, ‘‘is a return to 
romanticism with added advantage of classified ideas and relevant 


9. Alfred N. Whitehead, The Aims of Education (New York: The New Ameri- 
can Library, 1949), p. 29. 

10. Richard C. Cabot, Adventures on the Borderlands of Ethics, Harper & 
Brothers, 1926, p. 89. 

11. Whitehead, op. cit., p. 30. 
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technique. It is the fruition which has been the goal of the precise 
training. It is the final success,’’!4 

This may be a critical transitional period for marketing. The 
marketing pioneers have done their work well; we now seem to be 
at a point of revising approaches to the study of marketing. Is it 
possible we may be on the verge of moving from the stage of pre- 
cision to generalization, from an essentially descriptive, institu- 
tionalized, functional approach to the study of the process of mar- 
keting from an administrative and social viewpoint, and from a 
minimum ethic towards a maximum ethic? 

If marketing is in such a transition period, teachers charged 
with preparing students for the future are confronted with a major 
challenge. In the kind of changing world associated with transition 
periods, a premium is placed on men who can operate effectively 
in a climate of change and who can innovate and lead in the imple- 
mentation of innovation. Such innovative capacity is not likely to 
be found among marketing men who do not understand the nature 
of the ethical, social, political, economic, and other environmental 
forces influencing their innovations. 


CONCLUSION 


Marketing and moral values are related if the appropriate time 
span is taken and student and business attention shifted to the 
creation of long run rather than short run personal and profes- 
sional values. This task is probably best performed in the uni- 
versity. The university must do it because it has obligated itself 
to society to anticipate the future. 

A colleague, Peter Drucker, has said the business schools are 
the major organ for the anticipation of tomorrow. It is, therefore, 
not enough that they teach yesterday’s mistakes to today’s students 
to prepare them to be tomorrow’s managers. They must teach 
today what will be needed tomorrow. Indeed, the function and 
mission of a professional school is to make the tomorrow. 

The opportunity to consider ethical and moral issues reaffirms 
my belief that the study of marketing can be truly liberal, if not 
humanistic, as well as professional. Pragmatically, to avoid 
rising public standards of ethical expectations would be as unwise 
marketing as to ignore rising educational, income, or population 
levels. 

The answer to the question whether or not marketing teachers 
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should teach or even be concerned with the ethical and broader 
social implications of marketing practices probably depends on 
one’s view of the professor’s role. If the professor’s role is seen 
merely as the dissemination of existing knowledge, without ap- 
praisal, then perhaps it is not necessary to consider the ethical 
dimensions of marketing. If the professor’s function in society is 
to appraise, increase, and disseminate knowledge, it seems man- 
datory to consider carefully the types of questions raised in the 
beginning of this paper at both descriptive and normative levels. 
Does the first view enable marketing professors to fulfill their 
full potential of service to students and society? Is it calculated 
to provide students able to evaluate the ideas, human values, and 
social ponderables raised in this session and this conference? If 
not, it may be time for teachers of marketing to raise some ques- 
tions which will make our job even more complex and our respon- 
sibilities more personal. 


21. SOCIAL RESPONSIBILITIES 


IN DISTRIBUTION—AN INTEGRAL 
PART OF MARKETING EDUCATION? 


Laurence P, Dowd* 


The traditional concept of marketing and the manner in 
which the subject is taught must be changed to meet the 
challenges of the present. No longer can marketing refer 
exclusively to the distribution of goods; it must embrace 
the economist's concept of distribution—that is, the allo- 
cation of our national product to the factors of production. 
No longer can the assumption prevail that what is good for 
business is good for society. While the profit motive need 
not be disdained, self-interest must somehow be blended 
with public interest. Business is looking for guidance in 
clarifying its position of obligation to society; it is the re- 
sponsibility of the teacher of marketing to provide it. 


HE term ‘‘distribution,’’ as we all know, is usually considered 

in economics and business to have a dual meaning. To the 
businessman and the professor of business administration, it is 
rather commonly considered a synonym for ‘‘marketing’’—a de- 
vice used in our erudite lecturing and writing to avoid word repe- 
tition. I suspect, though, that sometimes it is used in a more nar- 
row sense to refer to that part of marketing associated with the 
physical transference of commodities from the producer to the 
user. Accordingly, we utilize such terms as ‘‘channels of distri- 
bution’’ rather than ‘‘channels of marketing’’; and we leave the 
adjunct activities of product planning, research, advertising, or 
overall management to the broader terminology ‘‘marketing.’’ The 
economist, on the other hand, usually considers distribution to 
mean the allocation of the results of production and marketing to 
the factors of production—the payments to land, labor, capital, and 
management. 

This Fall I have had the fortunate opportunity to teach courses 


*Laurence P. Dowd, Professor of World Business, San Francisco State College. 
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in economic theory and policies after an interval of some ten 
years. I say ‘‘fortunate’’ as it has stimulated me to reconsider 
this dual concept. It had led me to the opinion that in reality there 
is no duality in meaning. Marketing of products, particularly in 
the narrower sense, may justifiably be referred to as ‘‘distribu- 
tion,’’ and distribution of payments to the factors of production 
may also justifiably be referred to as ‘‘marketing.’’ Moreover, 
it has induced the inevitable conclusion that marketing efficiency 
as a business concept is inseparably related to distribution effi- 
ciency as an economic concept. This, in turn, has led me to re- 
flect on the basic question raised in the title of this paper and why 
the question should even be asked. The brief comments herein 
are the results of some of these reflections. 


The Traditional Approach 


As Professor Carson has pointed out, a hundred years ago 
marketing as a discipline was almost completely undeveloped. One 
might say it was the original ‘‘underdeveloped area.’’ This was 
only natural in an economic situation in which production was rela- 
tively unspecialized, products were simple, and markets were 
limited. In reaction to earlier economic, political and moral 
philosophies, doctrines of laissez faire and caveat emptor were 
developed. It was believed in economic theory that, if concentra- 
tion was placed on developing sound principles of dividing up the 
proceeds of production among the productive resources, social 
responsibility would be fulfilled and social welfare enhanced. This 
would be achieved through payments of a ‘‘just’’ return to produc- 
tive resources. At that time, marketing, as such, was still quite 
generally considered as unproductive, a necessary but economical- 
ly sterile activity. Yet, perhaps without realizing it, economic 
philosophers were developing fundamental marketing principles 
equally as applicable to the marketing of products as to the mar- 
keting of productive resources. 

As time passed economic philosophy went through a further 
transition. The doctrine of welfare economics gained strength, 
while laissez faire and caveat emptor fell into disfavor; and, be- 
cause of increasing complexity of economic activities, more 
thought was devoted to economic policy. With this changed out- 
look came recommendations for government intervention into 
economic life in the form of legislation and regulation. The belief 
became widespread that economically desirable distribution could 
better be effected by some external control over business. The 
first of these controls was directed at business control of produc- 
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tion, as evidenced by the Sherman and Clayton acts. They soon ex- 
tended to controls over marketing, as evidenced by the Federal 
Trade Commission Act, Robinson-Patman, Wheeler-Lea, and 
others. 

During this time marketing came to the forefront. Not only was 
marketing accepted as being productive, just as was physical out- 
put; but also the marketing process, with specialized production, 
complex products, and widening markets, came to be recognized 
as playing an influential role in national as well as international 
economies. 

There are still a number who believe, though, that business 
exists solely for business’ sake. Their philosophy—a perversion 
of Adam Smith’s famous ‘‘invisible hand,’’ is that, since no one 
knows his values and tastes better than the adult individual him- 
self, the sole responsibility of business is to create and deliver 
value satisfactions at a profit to itself. If it consciously directs 
its products to spiritual, cultural, aesthetic, or national objec~ 
tives, it is assuming the role of ‘‘God.’’ In other words, the mar- 
keter as a businessman should not concern himself with ethical 
considerations. 

As an outgrowth of the traditional philosophical approach, the 
precept developed, as marketing courses began to be introduced 
into the educational system, that they should be primarily descrip- 
tive. Explanations should be confined to describing the functions 
or institutions of marketing as established and most generally ac- 
cepted by business organizations. Problems of marketing should, 
of course, be discussed; but such problems are generally confined 
to improvement of the functions and institutions accepted by busi- 
ness. In only a few schools has any attempt been made to examine 
marketing in relation to the society in which it exists, to connect 
marketing with the economic concept of distribution, or to discuss 
the ethical aspects or social responsibilities. 


The Need for a Concept of Social Responsibility 


A Twentieth Century Fund estimate made in 1947, based ona 
comprehensive input-output analysis, suggested that marketing in 
recent years has been the source of approximately 20 per cent of 
our Gross National Product and makes up about 40 per cent of 
total consumer expenditures. Marketing, therefore, has come to 
be nearly as important a part of our economic life as physical 
production of consumer goods. At the same time, despite our al- 
most universal education and widespread knowledge, the user’s 
knowledge of the composition of highly complex products, or where 
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best values to satisfy his desires may be obtained, has become 
less. More important, the dominance of marketing has become 
such as to control the allocation of productive resources. No 
longer can marketing be considered as a subject separate from 
economics in general or, for that matter, the other social science 
disciplines. Not only can marketing result in mis-allocation of 
productive resources but also marketing decisions can influence 
economic and social welfare in general. Witness, for example, the 
fundamental causes of recent economic fluctuations—adjustments 
in inventories, a marketing decision. 

The time has come for a reconsideration of the position of 
marketing in our economic society. The leadership for this re- 
consideration mist come from our educational institutions. What 
must be done? 

As teachers of marketing we must turn from mere descriptive 
presentations, assuming that what is good for business is good for 
society, to analysis of the impact of marketing functions and insti- 
tutions on our economy. For instance, we cannot continue to 
stress merely the overall advantages or necessity of advertising 
and sales promotion. That we all now know. We must now eval- 
uate these functions objectively in their details and strive for an 
approach which will enable them to perform a genuinely useful 
service to society. 

Nor can we ignore or pass off lightly the impact of pricing de- 
cisions on the economy. For instance, the social and economic 
implications of the major companies in an industry being indicted 
for conspiring to fix prices domestically while at the same time 
they are able to secure government support to increase restric- 
tions on competitive imports must be discussed fully. 

We must assume more leadership in pointing out specifically 
where, and how, marketing policies and decisions are wasteful or 
misleading and where they are economically useful. 

We must re-examine the subject of marketing research. We 
should demonstrate that it can go beyond merely discovering un- 
tapped demands for products, the motivations which induce people 
to buy, or the best channel of distribution. We must show how 
marketing research can be utilized to determine the effects of 
marketing practices on productive resource allocation. 

We need to teach that innovation, popularly called ‘‘product 
planning’’ in marketing, should not be accepted merely for the 
sake of innovating or to enhance marketing. We must emphasize 
in our teaching that innovation is desirable only when it serves a 
socially useful purpose, such as introducing a definite technologi- 
cal improvement or a more efficient channel of distribution, rather 
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than merely offering a short-run aggrandizement of profits to 
business. At the same time, we must point out that in the social 
interest introduction of new products and new marketing methods 
may be necessary for conservation of productive resources even 
though it may not maximize profits. 

Notwithstanding the widely accepted belief that we have an 
economy of abundance, our factors of production are in limited 
supply; and there are indications that with our rapidly increasing 
population we may expect severe shortages, perhaps even exhaus- 
tion of some, in the foreseeable future. Consequently, if we, as 
teachers, are to perform properly our function as counselors for 
the free enterprise system, we must stress the necessity for as- 
sumption by business of responsibility to society for economy in 
the use of resources as well as for rehabilitation or redevelop- 
ment of those factors unemployed or outmoded as a result of inno- 
vation. 

Above all, if our marketing system is to retain its position of 
world leadership and successfully meet the invasion of autocratic 
economic philosophies, we must point out the dangers of blind ac~ 
ceptance of the philosophy that ‘‘what is good for business is al- 
ways good for the economy.’’ We must recognize that there may 
be different marketing methods and practices which better fit 
other economies having differing customary, traditional, or soci- 
ological bases. That is to say, we must not unquestionably con- 
clude that our marketing system, which accentuates the profit 
motive in product distribution, best serves the needs of all socie- 
ties. The time has come when not only the profitableness of pri- 
vate enterprise product marketing must be considered but also the 
profitableness, or economic well-being, of the marketing of the 
factors of production. In other words, in marketing education it 
has now become essential that both concepts of distribution be in- 
cluded—marketing, or allocation of products to users, and eco- 
nomic distribution, or allocation of the results of production to 
suppliers of productive services. 


Who Should Assume the Responsibility 


At this point the question may be asked: Is it more desirable 
to police our own discipline or to leave the responsibility to some 
other institution or group of institutions? 

Medicine decided long ago to teach at every level the medical 
man’s responsibility to man. The legal profession, too, has 
reached the same decision. As any professional sector of a total 
economy comes to exert more and more influence, its responsi- 
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bility to the economy, and to the encompassed society, becomes 
ever greater and more deeply involved. It is the duty of the teach- 
ers of that profession te lead in the self-policing of that sector. 

An implicit code of ethical conduct in marketing is long over- 
due, and the marketing departments of our universities are long 
overdue in submitting even a preliminary draft of such a code, a 
workable one in which our society’s values are preserved but not 
embalmed. 

To develop a code of ethics ourselves, and abide by it, is to 
stand with our peers and say we are able to judge the values of our 
society and translate them as they relate to our position in so- 
ciety. Marketing in the United States is ready for this. Marketing 
leaders in the United States are ready. Therefore, it follows that 
an integral part of our teaching of marketing has now become the 
inclusion of standards of social responsibility. 

This is not to say that we, as marketers, must divorce our- 
selves from fundamental objectives of assuring that free, private 
business is profitable and marry a new concept that it exists 
solely to serve humanity. Rather, as other disciplines have met 
and at least partially solved the dichotomy of self-interest and 
public interest, so must the marketer and the marketing teacher. 

Evidence exists that business as a whole at present may be 
more ready to receive assistance in clarifying its position of re- 
sponsibility to society than are our educational institutions ready 
to furnish it. If in our marketing courses we abrogate this re- 
sponsibility, we may find that it is assumed elsewhere. Do we 
want social responsibility by legislation, regulation, or authority, 
or do we want it by education? The answer is obvious; but the 
rapidly changing economic world requires one or the other. 


Conclusions 


In all our marketing courses we must introduce, teach, and 
emphasize the social responsibility of marketing in the advanced, 
highly complex world of today. This may prove difficult, especial- 
ly for those who have concentrated merely on a descriptive ap- 
proach, for marketing suffers an inherent disadvantage in that it 
does not leave an indelible mark on society as does production, 
However, the more difficult the task the greater the challenge. As 
teachers of marketing we should welcome that challenge. By so 
doing we can demonstrate the true meaning of ‘‘economic’’ life and 
the inseparable interrelationship of economic principles and 
business. 
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22. MARKETING AS A SOCIAL 
AND POLITICAL TOOL 


Robert Bartels* 


Marketing, as a social institution, has been evolved by 
society as one means for achieving certain of its ends and, 
as such, is properly conceived of as a social tool. Recog- 
nition of marketing as a social tool, or institution, lends 
significance to comparative marketing—the study of mar- 
keting in its social orientation, as in developed or in un- 
derdeveloped societies. Since marketing must be related 
to its social and cultural setting, it follows that consider- 
able transformation must take place in some societies be- 
fore the marketing institution, as we have developed it, 
can be put to work. In America, marketing has been so 
emphasized as a social tool that in a very real way it mir- 
rors exactly the society it exists to serve. Marketing, 
therefore, is as laudable as the society which employs it is 
good, 


HAT marketing is a tool has never been questioned. Whether 

it is a social and political tool, however, is a more profound 
proposition, particularly when this topic is related at the same 
time to ‘‘Ethical Considerations in Marketing’’ and to ‘‘Marketing: 
A Maturing Discipline.’’ The implication is that because ethics is 
a consideration of the interrelated responsibilities of business and 
society, attention should be directed to the manner in which mar- 
keting is being used, as a tool, infulfillment of its social responsi- 
bility. The extent of its attainment along this line is a measure of 
its maturity in the development from social irresponsibility to- 
ward social responsibility. That the discipline of marketing is 
maturing is evident even in the consideration of this topic, for 
twenty years ago it would not have been considered, and forty 
years ago there was even less concern with the social responsibil- 
ity of marketing. 


*Robert Bartels, Professor of Business Organization, The Ohio State Univer- 
Sity. 
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The question of whether marketing is a social and political 
tool appears on the surface to be a conclusive question, for which 
there may be a definite ‘‘yes’’ or ‘‘no’’ answer. Even a little con- 
sideration of it, however, suggests that it is a rhetorical or didac- 
tic question, one which serves better to evoke discussion than to 
make a definitive point. This is so because the question involves 
three or four concepts, all of which are still debatable and in the 
process of definition. Specifically, what is less finally defined 
than the terms of the title: ‘‘Marketing,’’ ‘‘social,’’ ‘‘tool.’’ If 
this discussion can clarify these concepts, it will have made some 
contribution toward answering the question in issue. 


What is Marketing ? 


Although marketing has now been studied for fifty or sixty 
years, students of the subject are more tentative in their defini- 
tion of the term now than in the past. Originally, it was simply a 
practice, known as trade. Then it became a complex of consider- 
ations underlying the trading practice. Next it was viewed as the 
aggregate of functions or activities which serve as the means to 
anend. Thus, over the years, the concepts of marketing have been 
multiplied, diversified, and broadened, so that it is no longer 
merely the business tool, as originally conceived, but is, as im- 
plied by our topic, a social tool. Certainly that which was con- 
ceived as marketing when defined as a business tool could not be 
the object in thought when it is referred to as a social tool. 

The maturing conception of marketing is a broadening one. To- 
day it is regarded as a social institution, rather than merely a 
business institution, or even primarily an economic institution. It 
is a comparative cultural means for society’s attainment of some 
of its goals. That is to say that ‘‘marketing’’ designates in one 
society a means or institution which may be non-existent in anoth- 
er society, because either the latter’s ends or means are different. 
Marketing is a particular type of societies’ means of supplying 
the physical needs of its members. More precisely and elaborate- 
ly stated, this concept implies that marketing is the means where- 
by society supplies its physical needs by the recognition and anal- 
ysis of markets, the conception and promotion of marketable 
products, the physical distribution of them, and the transfer of 
their titles. 


What is ‘‘Social’’? 


Returning to our original question, is marketing, so conceived, 
a social and political tool? From the sociological viewpoint, 
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society is ‘‘an enduring, cooperative social group so functioning as 
to maintain itself and perpetuate the species.’’ Society, therefore, 
embraces institutions—including its political institution— 
through which it functions for the achievement of its goals. Thus 
society embraces and includes the economy, which serves but a 
particular type of social ends; it includes the market, which may 
dominate and characterize the economy; it includes marketing, 
which is a more specialized institution within the market. In this 
sense, marketing is a sccial institution, a concept and creation of 
society, a medium sanctioned and ratified by society. From this 
viewpoint, society must be held to embrace marketing, not mar- 
keting to embrace society. 


What is a ‘‘Tool’’? 


The concept of a tool, in the sense of marketing as a tool, im- 
plies that it is an instrument or instrumentality employed for the 
achievement of certain effects. As such, it would be a means to 
an end. Can it be said that society uses as tools its institutions, 
such as marriage, religion, business, private property, credit, 
free enterprise, and the like. 

Two views of this question are held. One is that society con- 
sists of its institutions and is not said to ‘‘use’’ them. Society is 
distinguished and characterized by its institutions, which are 
themselves the end manifestation of the values, ideals, and objec- 
tives of the society. The other is that society spawns and main- 
tains its institutions not as manifestations of, but rather as means 
of achieving, its social values. In this sense, the marketing insti- 
tution may be regarded as a tool used for the realization of such 
social ends as the following: 


Physical survival through the acquisition of the necessi- 
ties of livelihood 

Equality of opportunity to consume 

Employment of specialized talents in specialized occupa- 
tions 

Full utilization of extensive production capacity 

Freedom to negotiate 

Freedom to communicate, educate, and propagandize 


‘‘Marketing’’ is the term identifying the system by which our pres- 
ent society attempts to obtain these and other similar goals. Thus, 
broadly conceived, marketing is a social, including political, tool. 
Simply to conclude that marketing is a social tool, however, 
does not warrant the inference that it is universally so used, or 
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that where used it inevitably achieves desirable social results. 
With some justification, marketing may be regarded as a mature 
social phenomenon or, perhaps better, as a phenomenon of a ma- 
ture society. Moreover, the ethical implications of marketing are 
inseparable from the ethics of society. To enlarge upon these 
points, let us consider some of the comparative, historical, and 
contemporary aspects of marketing. 


Comparative Marketing 


When it is recognized that marketing is a social institution, it 
will be acknowledged that the institution may vary in different so- 
cieties. In some, which have not evolved the marketing concept, it 
may be non-existent. The potentiality of marketing as a social 
tool, therefore, is dependent upon the state or stage of develop- 
ment of the society in which it appears. The study of marketing 
as an institution relative to its social orientation is today known 
as Comparative Marketing, a subject of growing interest to stu- 
dents of marketing. 

Even a glance beyond the borders of the United States, the 
home of the original conception and development of marketing, 
shows the prevalence of marketing throughout the world to coin- 
cide with the influence of Western business and, to some extent, 
with European colonization. Nations of so-called Western cultures 
have achieved the most advanced market economies and are mak- 
ing the most use of marketing as a social instrument, or tool, to- 
day. The underdeveloped countries—being not only underdeveloped 
in economic progress but culturally dissimilar from Western so- 
ciety—make little use of marketing either as a social, economic, 
or business tool. Those societies have not evolved in thought and 
practice the concept and institution of marketing. 

One of the significant discoveries concerning marketing during 
the last decade relating to this is the realization that marketing is 
not such a tool as can be imposed upon a society like a decree or 
mandate. Somewhat over-zealous governmental agents and Amer- 
ican businessmen abroad have experienced the failure of the 
American marketing institution in countries to which it is un- 
oriented. Similarly, some foreign aspirants to the achievements 
which our society has attained through the use of marketing have 
failed, for they have seen it only as a business icol and not as a 
social tool. 

Before a society can use marketing—before this tool can be the 
instrument of ethical or social responsibility to society—that so- 
ciety must undergo a transformation which evolves the institution 
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of marketing. The following are some of the developments which 
must take place: 


1. Consumer orientation of production and product planning. 
Although the market economy historically developed with produc- 
tion surpluses, until the viewpoint of production for the market is 
attained, the real significance of marketing is not recognized. 

2. The conception of markets not as created by supply but as 
capable of expansion through demand creation. The effect of fol- 
lowing tradition rather than promoting innovation in the market 
has produced unimaginativeness and hopelessness for gaining a 
higher standard of living. Even economists, blinded by technologi- 
cal traditionalism, have under-estimated demand potentialities 
and limited their predictions of maximum markets. Holding a dif- 
ferent view of this opens the way for marketing technology and an 
evolving marketing institution. 

3. Profit motivation counteracting inertial indifference. Mod- 
ern marketing cannot evolve where a business society prefers the 
leisure of low-volume turnover with high markups tohigher profits 
resulting from low markup and large volume. 

4, Willingness to accept standardization and uniformity. The 
notion of real or fancied individualism in the market, held by both 
distributors and consumers, prevents the use of techniques based 
upon concepts of mass consumption, mass distribution, and mass 
production, which are inherent in the modern marketing institu- 
tion. 

In other words, as society adopts attitudes and habits conducive 
to the development of marketing, it then finds contemporary mar- 
keting practices a tool for achieving social ends, in line with the 
adopted objectives. 


The Tool in Contemporary American Society 


The role which marketing has played and is playing in our con- 
temporary society is inestimable. It has long been acknowledged 
as a business tool, an element in the management mix, a force for 
achieving corporate objectives, a means of imposing business 
standards upon the market. It is also an acknowledged economic 
tool—a solution for the disposition of production surpluses, an 
accelerating and a dynamic factor in the economy, a productive 
form of economic specialization. More than this, it is a social 
tool and is being used as such. Our marketing system is a 
social institution, a creation and reflection of our society, a 
highly complex and intricate mechanism or means used by society 
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for the accomplishment not only of economic goals but also social 
objectives. The following are some of the ends attained by our 
society through the use of marketing: 


1. The supplying of men’s physical needs. Sociologists say 
that men have never lived self-sufficient unto themselves indi- 
vidually, but in all social systems either collective production, by 
such as the family or tribal group, or exchange has provided for 
the physical needs of men. We, today, are achieving this by the 
market economy and particularly by marketing. 

2. Providing for a high degree of specialization of labor in 
society. Social and economic theorists have long held that spe- 
cialization or division of labor is conducive to efficiency of per- 
formance. We today are dedicated to efficiency as perhaps no 
other society has been. In consonance with this, although a great 
number of people are employed in marketing activity, this total 
institution provides for not only regional and seasonal specializa- 
tion in production, but also for specialized use of widely diversi- 
fied talents in market activity. 

3. Achieving a great diversity of products available for con- 
sumption. A criterion of status, standard of living, and self pres- 
ervation in our society is the diversity of products consumed. 
Marketing spreads at every doorstep a cornucopia of the world’s 
luxuries, as well as the uncounted gadgets of a machine age. It is 
recognized, of course, that neither efficiency nor a plethora of 
things represents the social objective of some people. For them, 
marketing is a less essential tool than for us. 

4. Accelerating the rate of acquisition. Ours is an impatient 
society, whose market behavior seems to enact the philosophy that 
‘it’s later than you think.’’ What might be acquired in the near or 
distant future is wanted today. Marketing, particularly through 
the instrument of credit, is used to make this possible. 

5. Defining of a concept of fairness in society. Every society 
has its ethics, its codes of relationships, obligations, and values, 
and by custom or law these standards are spelled out. Our own 
ethical judgments have evolved with the growth of our society; and 
these principles have found expression, in part, in many regula- 
tions of marketing practice, thereby using the institution of mar- 
keting for the preservation of social values. 

6. Shifting responsibilities for consumer decision-making to 
technical specialists. With economic specialization, consumption 
has taken on a distinct character. The function of planning the 
products to be used has been shifted to producers. The main- 
tenance of supplies available for consumption has been shifted to 
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retailers and wholesalers. By our policies relating to returns, 
adjustments, and guarantees, purchasing is not completed at the 
time of transaction but at an indefinite later time, as through the 
tool of marketing society achieves an objective of shifted respon- 
sibility. 

7. Creating uniformity of living standards. Through market- 
ing, by which almost all types of products are made available and 
accessible at many locations, a great mass market has been 
created, and an economic manifestation of our social concept of 
equality among men has been achieved. Our society’s praise of 
democratic and religious equalization has found expression through 
the tool of marketing. 

8. Achieving cultural integration among nations as the insti- 
tution of marketing is introduced. Notwithstanding the fact that 
marketing is an institution which societies evolve, inthis era mar- 
keting is also used as a means by which its underlying social 
values are taught to peoples with differing social structures, val- 
ues, and customs. Whereas in times past colonizers and economic 
frontiersmen introduced corn seed, tobacco, or cattle stock for 
the development of a primitive economy, now cultural hybridation 
is undertaken by the introduction of marketing concepts and tech- 
niques. For example, the Swiss Migros chain of food stores has 
recently authorized the use of its name, trademarked merchandise, 
and operating methods in Spain, to aid the development of voluntary 
chains there and to extend consumer protection. Likewise, the 
opening of American type consumer loan companies in Latin Amer- 
ican and European cities will also teach the commercialization of 
confidence, the impersonalization of borrowing, and the superiority 
of legal commercial practices to unregulated and illegal forms of 
lending. 

9. Expressing society’s changing sense of values. Ina time of 
world uncertainty, our society is not credited with possessing the 
most stable set of values. Having elevated materialism some- 
what, while at the same time, because of affluence, having directed 
desires from tangible to intangible objects, we have through the 
medium of marketing emphasized appeals which the world regards 
as superficial, wasteful, and decadent. 


In summary, as Shakespeare admonished the players in Hamlet, 
‘‘To hold, as ’twere, the mirror up to nature; to show virtue her 
own feature, scorn her own image, and the very age and body of 
the time his form and pressure,’’ so marketing mirrors the so- 
ciety in which it has evolved and is practiced. It is a social tool, 
and, as such, it is as laudable as the society which employs it is 
good. 


{ 


Part Four 


TOWARD MATURITY IN 
MARKETING RESPONSIBILITY 


B. Corporate Responsibility 


| 
| 


YUM 


23. REFLECTIONS ON MARKETING 
RESPONSIBILITIES—A RESEARCH 
VIEWPOINT! 


William A. Berridge* 
James D. Paris* 


The responsibilities of marketing research have grown with 
the expansion of the economy and with the development of 
analytical techniques. Although our field is approaching 
an age of maturity, we as researchers, owe a lasting debt 
to the "founding fathers" for their legacy of progress. The 
marketing research activities of Metropolitan Life Insur- 
ance Company reflect the view that research is a vital tool 
to aid executive judgment. Although blessed with a wealth 
of consumption data, an insurance company's research de- 
partment is faced with the same challenges as those in 
other firms to provide management with a central arsenal 
of marketing information to be used on the "firing line." 


PART I 


LOOKING BACKWARD FOUR DECADES--SOME 
GENERAL REFLECTIONS 


EFLECTIONS are ‘‘just what they hire us for’’ at the Metro- 
politan, where Dr. Paris and I have been employed for a 
combined total of some 67 years—and as researchers throughout 
our careers there. Dr. Paris, who came from Columbia (and the 
National Bureau of Economic Research) to join our Business 


*William A, Berridge, Economist and Director of Business Research, Metro- 
politan Life Insurance Company. 

James D. Paris, Senior Business Research Associate, Metropolitan Life In- 
surance Company. 


1. The views expressed herein are those of the authors only, and do not nec- 
essarily reflect those of the Metropolitan Life Insurance Company, nor of any other 
organization with which either is associated. 

2. By Dr. Berridge. 
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Research Bureau over 30 years ago, has throughout the latter half 
of that period headed its Insurance Marketing Research Section, 
which conducts a substantial portion (though by no means all) of 
the marketing-pointed research carried on in our company. I, 
too, have had the beneficial privilege of a fairly long period for 
research and reflection on marketing problems, having been point- 
ed in that direction for over 40 years at two Universities (Harvard 
and Brown) before transferring in 1927 to ‘‘Metropolitan Univer- 
sity.’’ 

Indeed, market and marketing problems are just the ones 
wherein reminiscent reflections come most to mind, because an 
essay on consumer purchasing power,* embodying some work 
which I had initiated in 1920, and in 1923 wrote up for the J. Walter 
Thompson Company, is what led first to Metropolitan’s hiring me 
experimentally for a time (1924-27) to work ona certain marketing 
problem. 

So marketing research was my ‘“‘first love!’’ Furthermore, I 
married her; for it all became ‘‘official’’ when, in 1927, Metro- 
politan’s Board of Directors decided that the experiment warranted 
establishing the office of Economist. Moreover, marketing re- 
mained the sole motivation governing our economic research for 
several years afterward, and still plays a dominant role in our 
work, even though circumstances have required adding to it two 
other types of economic research: that pointed toward invest- 
ments and that pointed toward general economic policy. So even 
now, with three wives, marketing research is perhaps still num- 
ber one in the harem! 

Our personal views, though based upon long observation within 
the Company, also derive a part of such merit as they have from 
keeping ourselves as familiar as possible with marketing and re- 
lated research all over the life insurance business and even of 
other businesses which market consumer goods and services of 
diverse types—so far as this outward look has been feasible from 
studious reading of pertinent literature and maintaining profes- 
sional contacts. 

Our views have the advantages, but also the disadvantages, of 


3. Including also, principally, Messrs. John H. Schneider, Jr., Cedric Wolfe, 
and George E. Wood. We all are deeply indebted to the late Dr. Corliss L. Parry 
(from Ohio State) for his help on explorations in the first half of the 30-odd years. 

4. It was later (1925) published in book form, ‘‘Purchasing Power of the Con- 
sumer,’’ by the Thompson organization, with the essays of two other contestants, 
Dr. E. A. Winslow and R. A. Flinn. All three illustrate very well the primitiveness 
of the marketing-pointed data and techniques then available. 
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being based largely upon observation from outside the marketing 
process of even the Metropolitan. This has resulted from a self- 
imposed policy of protecting not only our time but (more impor- 
tant) our objectivity. However, the resulting advantages may well 
be outweighed by our lack of intimate familiarity with the mar- 
keting process by actual participation, as illustrated by the merits 
of Mr. Quinn’s paper. 


Marketing-Poivted Research in Other Divisions 
of the Company 


Even the research that is marketing-pointed is by no means 
all conducted by the company bureau wherein Dr. Paris and I op- 
erate. We are blessed with able fellow-technicians trained in 
other fields and operating in other departments—able statisticians, 
psychologists, mathematicians, actuaries, public-relations spe- 
cialists, etc.5 

Above all, a powerful force in getting research units’ muni- 
tions more effectively used on the firing line can be exerted by 
the Market Development units which have, of late years, come to 
the fore in so many corporations as intermediaries between re- 
search and sales-management. Such a unit often does research 
of a ‘‘trouble-shooting’’ and other spot nature. It works primarily 
with others than economists (notably actuaries, in a life insurance 
company) in contriving new or improved products to offer to the 
customer and to meet the vigorous competition from other com- 
panies and from other goods and services. 

Even in a large corporation, perhaps especially in a large 
corporation, such functional division of labor is equally or more 
effective and efficient when not centralized in a formal sense but 
subject to this proviso: that both a smooth liaison and a cordial 
goodwill prevail, as is happily true in our corporation. 


State of the Art, Now vs. Then; 
Progress Excellent but Uneven 


Contemplating the state of your and our realm now, in com- 
parison with four decades back, one can fairly liken them to the 


5. Even advertising research on readership, reader-reaction, circulation- 
overlap, and customer attitudes are considered—and we think rightly so—outside 
the economics area. Also here considered non-economic, and therefore outside 
our own Bureau, are: development of salesman-aptitude and salesman-performance 
tests, remuneration formulas, etc., as well as other matters equally akin to man- 
agement proper. All units of course find it advantageous to purchase, rather than 
themselves produce, some marketing research aids available nowadays from ap- 
propriate outside agencies. 
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Lubricating Oil versus the Axle Grease Age; and that seems about 
as true of the marketing process as of marketing research—or 
‘‘market’’ research as it was commonly known at that time. True, 
we were in a late stage of Axle Grease, for still earlier workers 
had widened some paths into roads; but the going was rocky and 
good results hard to reach except by horse and buggy. 

What excellent progress has been bequeathed to us by the early 
founding fathers and their successors! Yet what uneven progress! 
That is true of the various data reservoirs available; it is almost 
equally true of methods. As to both, our profession has in some 
directions made so much progress as to have gone far into the 
stage of what economists call ‘‘diminishing returns,’’ with results 
of dubious value; in other directions, there has been much too 
little progress. This is not a suitable time nor place to list either 
the excesses or the deficiencies, even by illustrations. Some will 
readily occur to any reflective fellow-worker present. I ask this 
of you: has not this situation reached an appropriate state for re- 
evaluation and forward-looking recommendations by some ‘‘Re- 
view Commission’’ of appropriately small but well-balanced com- 
position? If so, should perhaps this very Association, in coopera- 
tion with a few related ones, undertake the task? 


Tribute to ‘‘Founding Fathers’’ 


A present practitioner, especially if he be both young and un- 
aware of the history of his craft, could well pause and do honor 
for a moment to a few of the men, dead or still living, whose early 
work has helped to make his present work both sounder and eas- 
ier. Thus the late Louis Weld (from Yale) and the elder® Paul 
Cherington (from Harvard), after having broken ground among the 
earliest teachers of marketing, entered the practicing profession 
and reached New York in 1922 and 1926, respectively. There for 
years they exerted powerful stimuli. So did others there and in 
the West, too Harold H. Maynard of Ohio State and Charles Parlin 
of Curtis Publishing come to mind at once. Equally gifted as ex- 
plorers were some still surviving ‘‘Nestors,’’ such as Daniel 
Starch, Archibald Crossley, and Percival White, whose ‘‘Market 
Analysis’’ book (1921) was the first on that specific area. 

The improved basic data and methods at our disposal today 
must largely be credited to the labors of such men. They worked 


6. Professor Paul T., father of the present Professor Paul W. Cherington of 
the Harvard Business School. 
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through both public and private suasion; both singly and through 
efforts in mutual stimulation and collective action, like the old 
Market Research Council’ established in 1927, and later the 
American Marketing Association itself. 


From ‘‘Market’’ to ‘‘Marketing’’ Research 


Another present benefit creditable to approximately that era 
is the gradual shift from a concept predominantly of status type 
(intensive cross-sectional analysis) to a concept more of flow or 
‘‘continuum.’’ That distinction is reflected in the contrast between 
the words ‘‘market’’ (as in the Council’s name) and ‘‘marketing’’ 
(as in this Association’s name). The latter, and nowadays, com- 
moner term is more aptly descriptive, partly because of the sheer 
fact that it does denote the whole marketing process, and partly 
because it is more dynamic. ‘‘Markets’’ are, ofcourse, not static, 
but rapidly moving targets. 

If cross-sectional analysis had, to a considerable extent, been 
some kind of a monomania in those days among market research- 
ers, equally so have some economists been obsessed with a mono- 
mania for time-series. Those two methodologies function better 
married than single, and wherever marriage has taken place it 
has been fertile. However, in all too many quarters one or the 
other is still functioning with little or no aid from the other. 


Research a Tool to Aid Executive Judgment 


The shift of concept has been vastly beneficial, to both market 
(ing) researchers and economists mutually in their work, by mak- 
ing applicable to our problems the greatly enlarged and improved 
mass of relevant economic time-series. Thereby it has greatly 
benefited the managements which employ them. Economic re- 
search can serve as a handmaiden to management in better ful- 
filling its marketing and other responsibilities toward its cus- 
tomers, its work force, and the nation generally. 

More important, although research is no ‘‘open sesame’’ to 
unlock all doors of marketing responsibilities, it is a tool to help 
even top management assess more wisely the changing perform- 


7. See its very interesting 30-year History: The Market Research Council, 


1927-1957, by a Committee consisting of Harold A. Richmond, Albert B. Blanken- 
ship, and Donald E. West (New York, 1957, 71 pp.) 
Apparently, the original example of such organizations in this field, it still 


flourishes in New York City--as do others elsewhere. 
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ance of its marketing organization—just as it enables the latter’s 
head to judge better his subordinates, in turn. On this matter I 
cannot, even by further reflection, readily see a way to state the 
view better now than three years ago to another professional as- 
sociation: 


The types of analytical work [ used ] for helping keep 
sales action attuned to national and regional conditions 
can help promote a more effective and vigilant manage- 
ment and a more objective evaluation of subordinates’ 
performance. Any geographical area which (whether in- 
herently or temporarily) produces lower sales volume 
than it formerly did, or than some other area does, can 
best be evaluated, not by a sterile count of sales alone, 
but by the sales trend construed in the light of knowledge 
about the differing strength of market and competitive 
head and tail winds. To judge airplane performance, one 
needs to consider not mere ground speed, but air speed! 


Such evaluation of performance in the light of its eco- 
nomic environment makes for not only higher efficiency 
but also for better justice and human satisfaction. It 
helps avert unwarranted action toward subordinate per- 
sonnel based upon off-hand judgments and so promotes 
sales force morale. 


In such ways, economic research helps make and keep 
one’s company not only an efficiently managed but also 
‘a happy ship.’ Yet this judicial economic appraisal does 
not explain away everything and condone what may truly 
be at fault; nor is it incompatible with vigorous and suc- 
cessful management. Indeed it promotes that, by helping 
distinguish true from merely apparent faults. 


Similarly, economic research can bring to light cer- 
tain situations—in some locality, region, industry, or en- 
tire company department—where even an improving per- 
formance might perhaps have improved still more, in 
view of favorable environmental conditions. Such ap- 
praisal is not subject to ‘the law of equal proportions’ nor 
any other simple rule of thumb. To judge performance 
against the selling... potential is a matter of skilled 
executive judgment; a marketing economist’s contribu- 
tions can at best provide only a tool, not a substitute, for 
that. The executive, when armed with a full knowledge of 
economic backgrounds and trends, can more wisely dis- 
cern where performance is underdeveloped within a 
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market already cultivated. In short, the effort is intelli- 
gently to raise sights to higher potentials, for each area 
and each class of business. 


Economic analysis can also bring to light, sooner than 
might be discovered otherwise, whole lacunae of unde- 
veloped potential markets generated by industrial and 
labor-force migration, by newly established or enlarged 
plants, and the like. That is particularly true during the 
past decade or two of rapid flux and redistribution in 
working- and living-sites; and it bids fair to remain true 
over a considerable future. ® 


In the next section, we have gathered together some fairly di- 
versified examples which not only Dr. Paris and I, but also our 
other present and former Research Associates, have evolved over 
the years. We present a few of them here to illustrate how some 
of these ideas have been implemented. 


PART II 


A CASE STUDY OF INSURANCE 
MARKETING RESEARCH?® 


Marketing’s functions and responsibilities go far beyond the 
distribution of goods and services from producer to consumer, 
significant though that role may be in enabling our economy to 
reap the full advantages of mass production and the high standard 
of living in America. 

Marketing is responsible to the future also—a characteristic 
which is peculiarly appropriate in the insurance business. Our 
company sells life insurance, annuities, and health insurance—not 
just for today and a near tomorrow, but for many years to come. 
Its vital importance in our society and its diversified use by con- 
sumers, and by business as well, are well known to you. 

Marketing must keep an eye open to an even wider view. 


8. William A. Berridge, ‘‘Economic Research as an Aid to Management 
Planning: a Case Study...,’’ Journal of Insurance, Vol. XXIV, pp. 59-60, Dec. 1957. 
9. By Dr. Paris. 
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Private enterprise and our democratic way of life depend upon 
trust and integrity, and marketing is the connecting network to 
carry such trust and integrity throughout the economic body. As 
conducted in our Business Research Bureau, marketing research 
is conceived in probably broader economic terms than it would be 
by some of you in this audience. 

Efficient and effective marketing, as is true of any other 
worthwhile endeavor, has rewards beyond monetary gains. Par- 
ticularly gratifying to me is the ‘‘output’’ of the life insurance in- 
dustry. It is, of course, a service which will continue to produce 
customer satisfaction far into the future. 

Most of us agree that in our democratic society, ‘‘The Con- 
sumer is King!’’ It is he who makes the choices which cause busi- 
nesses to be formed, prosper, or die. But he can be helped in his 
choices by marketing organizations—and this is truly a grave re- 
sponsibility. 


Unusual Luck in Our Line of Business— 
‘‘The Open-Book Industry’’ 


Before demonstrating a few of the many market tests which 
Metropolitan’s Business Research Bureau makes, I should like to 
quote a short passage from a lecture by my fellow-author here, 
given a few years ago before the New York State Insurance De- 
partment, concerning the availability of data on Life insurance, 
marketing and competitive prowess: 


The market tests presented here remind one how 
economists in other lines of business have often been en- 
vious of the copious array of insurance data available for 
dissecting, geographically, the nation-wide performance 
of each principal branch or type of life and casualty in- 
surance. In measuring competition, an essential part of 
marketing research, firms in other kinds of business 
must frequently be satisfied with knowing only the per- 
centage share of their business to the national total of all 
business and subdividing this share at considerable diffi- 
culty and expense. 


Insurance economists, on the contrary, can pinpoint 
their data within each state, and, with care, can even 
piece together historical trends going back over a long 
period. Many businesses other than insurance have made 
progress through their trade associations or other or- 
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ganizations, toward the geographical dissection of market 
performance—a few of them very marked progress; but 
insurance—often called the ‘‘Industry of the Open Book’’— 
appears to be well ahead in this respect.” 


A Few Illustrative Fruits of Past Research Toward 
Better Fulfillment of Marketing Responsibilities 


Geographical Measure of Potential and Accomplishment 
(‘‘Cross-sectional’’). Having access to so many useful data, we 
are enabled to make significant economic analyses without the 
expense of conducting special surveys for such purposes. This 
certainly does not preclude the value of special surveys, many of 
which have indeed been most helpful to us in our work for the 
Company and for outside interests, including the government. One 
of the most effective analyses which we have made from state data 
is that of comparing (1) the general market potential with (2) ac- 
tual life insurance accomplishment, by all companies combined 
and by our own company in particular. 

For instance, for the combined companies, the close agreement 
between the two basic measures of the promise and the perform- 
ance are illustrated by Chart 1. This bar chart up-dates a tech- 
nique developed by our associates in the Bureau some 30 or more 
years ago. The bars measure each state’s percentage share of 
total life insurance in force in the U.S. The circled dots indicate 
the percentage share that each state commands of the nation’s 
total potential market. The close correlation between these two 
variables (+ 0.995) points up, dramatically and accurately, the tie- 
in between (1) consumer purchasing power, a composite measure 
made up of the six components listed on the chart, and (2) life in- 
surance coverage furnished by the legal reserve companies. 

We work out similar analyses for our own company’s business, 
interrelating its performance to that of other individual compa- 
nies, state by state, and year by year. 

That chart presents a cross-sectional analysis of our general- 
market potential and the industry’s over-all accomplishment. It 
is supplemented by other ‘‘cross-sectional’’ views, one of the 
most significant of which shows the close relationship between the 
geographical distribution of economic well-being, as measured by 


10. William A. Berridge, ‘‘Significance of the Personal Insurance Business in 
the National Economy,’’ Examination of Insurance Companies (New York: N.Y.S. 
Insurance Dept., 1955), Vol. VI, pp. 66-67. 
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CHART 1 


GEOGRAPHIC VARIATION IN 
VOLUME OF LIFE INSURANCE, AND MARKET POTENT IAL 
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personal income, and the amount of personal life insurance in 
force—that is, ordinary plus industrial, but excluding group. 

Particular Markets. In our marketing research activities we 
make studies, too, of particular markets which we supply with life 
insurance, annuity, and health policies tailored to serve them. 
Such special markets, to name a few, are business concerns for 
group coverages, entrepreneurs (business managers, professional 
people, self-employeds, business partnerships), military person- 
nel, home owners with mortgages, families with dependent chil- 
dren, and others. 

New Marketing Areas. In a nation-wide and continent-wide 
company, such as ours, there are many areas not yet worth de- 
veloping intensively because the local market does not warrant the 
cost. Some which may have been poor markets at one time have 
since developed into economically promising ones. The marketing 
research team ferrets out these areas and recommends them to 
the marketing executive. In our shop we have been instrumental 
in occasionally adding an entire state to the company’s active 
marketing areas, and of course oftener expanding within those 
states where we had already been operating in some portion. 

Long-Term Trends and Outlooks (The ‘‘Continuum’’). With so 
much at stake in the future, it behooves the marketing researcher 
to study long trends from the past and project them into the future 
—not mechanically, of course, but with intelligent judgment aided 
by statistics and other facts. Such projection serves several pur- 
poses. One is to obtain a realistic and comparative view of the 
growth rate of his own business as well as that of the nation’s 
over-all economy. Another is to prevent the economic situation of 
the moment from warping the perspective of the sales executive, 
who may be over-depressed or over-exhilarated by current 
events. It is the duty of the marketing researcher to furnish suit- 
able materials for proper perspective to the marketing and other 
operating executives. 

One telling example is Chart 2. This logarithmic chart traces 
the growth of insurance and economic variables in the Twentieth 
Century, and projects them ahead another decade. It is scaled to 
show broad trends over a long time-span and thus minimizes 
year-to-year changes. As such, it provides a helpful guide to the 
future, uncluttered by short-run cyclical ups and downs. (Note 
that, in the right-hand panel, the curves are arbitrarily placed to 
facilitate comparison among them.) ‘This chart is instrumental in 
showing what is a sustainable economic growth rate, rather than 
merely a ‘‘wishful’’? one, and tends to keep future outlooks within 
reasonable bounds. 
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Impact of Cyclical Ups and Downs. However, the operating ex- 
ecutive should also be made aware of short-run changes in order 
to perceive the effects of the business cycle upon the economy as 
a whole and upon his own business as he formulates current mar- 
keting efforts. This type of analysis also serves to protect him 
from the extremes of optimism and pessimism at any given mo- 
ment. 

The ‘‘marketing’’ researcher, quite unlike the old-fashioned 
‘‘market’’ researcher, has the responsibility of measuring and 
explaining the effects of the business cycle upon his company, its 
line of business as a whole, and the market in general. 

Such short-run economic changes are dramatized in Chart 3, 
which focuses upon year-to-year percentage changes. It provides 
an approximate picture of the business cycle as reflected in such 
broad economic measures as personal income and employment, 
and as it affects the life insurance business. It is opportune here 
to point out that the life insurance business is certainly not ‘‘de- 
pression-proof,’’ as some people seem to think. True, it is not 
one of our ‘‘prince-or-pauper’’ industries, such as steel. For 
instance, the growth-trends of the over-all economy and of life 
insurance move upward together. However, the life insurance 
business generally forges ahead at a steeper rate, with fewer and 
milder cyclical interruptions. That it is not depression-proof is 
handily demonstrated in this chart which points up the fact that 
insurance gains, and even asset increases, slow up, and indeed 
they sometimes shrink, in response to the business cycle. 

The muted response of the life insurance industry to the busi- 
ness cycle is explained by this apt quotation from Metropolitan’s 
Chairman that ‘‘even in depression people are most loath to give 
up their life insurance.’’ This reflects, in part, their faith in an 
industry which, even during the nation’s worst depression, achieved 
such good repute for maintaining its financial solvency and meet- 
ing its contractual obligations to policyholders. Incidentally, an 
encouraging and optimistic note is sounded by this chart which ef- 
fectively illustrates the resiliency of both the American economy 
and of the life insurance business. 

Seasonality. Executives in industries whose marketing is in- 
fluenced by seasonal demands need an accurate measure of the 
seasonal pattern. In fact, they should be constantly reminded of 
this, so that a realistic appraisal of the situation can be made 
during the year. It is the marketing researcher’s duty to evaluate 
seasonal demand so that he can promptly report any shifts in its 
pattern. 

Vigorous Competition, within the Life Insurance Industry. An- 
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other important responsibility of the marketing research specialist 
is to keep his eye on competition—not only in the narrow sense of 
competition of his company with other companies (in toto, or sin- 
gly, if available, as is true for the life insurance industry) furnish- 
ing the same or competing products or services but also with 
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purveyors of other goods and services broadly competing for the 
consumer’s dollar and the saver’s dime. If his company happens 
to be large, he needs to help it prove that concentration actually 
does not exist (as is often alleged), thus helping to eliminate the 
possibility of Government intervention in one form or another. 

The vigorous competition for business among the life insurance 
companies is strikingly illustrated in Chart 4, a type of chart first 


CHART 4 


“COMPETITIVE SCRAMBLE” OF LIFE COMPANY RANKS 
AND PERCENT SHARES 
IN RECEIPTS FROM LIFE INSURANCE PREMIUMS 
AND ANNUITY CONSIDERATIONS 
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used effectively back in the T.N.E.C. days.4! This chart demon- 
strates how the leaders change through numerous shifts in rank. 
Smaller companies have grown faster to outrank earlier leaders, 
and competitive shares have changed considerably. Note, too, that 
smaller companies as a group have continued to garner a larger 
share and have more than doubled it during this century. The ex- 
istence of competition within the industry, or the absence of con- 
centration, is so clearly evident in this chart as to need no further 
comment, 

Economic Competition, Variously and Broadly Measured. The 
broader aspect of competition analyzed by our marketing research 
team is that with other goods and services. Chart 5 compares 
premiums and considerations for life insurance, annuities, and 
health insurance with customer outlays for taxes and other items. 
Premiums and considerations may look large in themselves, but 
not when viewed against the other outlays here shown, This bar 
chart, first published many years ago, and sometimes referred to 
as our ‘‘Wine, Smokes, and Song’’ chart, presents powerful evi- 
dence of the relatively small amount which people pay for insur- 
ance. Note, for example, that they spend on alcoholic beverages 
close to $10 billion a year, or almost as much as they pay for life 
insurance. Furthermore, we know that the life insurance premi- 
um outlay of about $12 billion is a ‘‘gross’’ figure and is actually 
cut in half after netting out death claims paid to survivors, bene- 
fits paid to living policyholders, dividends returned to them, and 
so on. Other appropriate relationships can be readily seen on the 
chart, including the competition for the consumer’s dollar by in- 
come taxes, the compulsory social security system, and so on. 

The up-to-date marketing researcher in life insurance also 
takes a broad view of saving and investment marketing, compre- 
hensively defined.!* Life insurance companies channel the small 
savings of many people into the capital stream of the nation and 
thus lead the way for raising the consumer’s standard of living 
still higher. 

Note from the left-hand panel of Chart 6 that the savings ac- 
cumulations in the life insurance companies appear to be rising 
faster and faster, as well as broadening the gap between them- 
selves and the other five savings institutions charted. Placing 


11. Hearings before Temporary National Economic Committee on Investigation 
of Concentration of Economic Power, Part 28, U.S. Government Printing Office, 
Washington, D.C., 1940, p. 15691. 

12. That type of economic research in our Bureau is headed up by Dr. Charles 
Moeller, Jr. 
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these on a ‘‘Logarithmic’’ scale (right-hand panel) helps the eye 
to see the true rates of growth. Since the pivot year 1940, life 
companies are actually near the bottom of the scale as to rate of 
growth, with only mutual savings banks showing a slower growth 
rate. Since some of these institutions were young in 1940, growth 
rates measured from 1950 may present a more valid comparison. 
Over the ten years since then, life insurance companies show the 
smallest growth rate. 

This setting of the insurance companies as savings institutions 
in their proper perspective is but another helpful relationship dis- 
closed by the studies of the marketing research specialist. It 
proves again the absence of concentration in the savings-invest- 
ment function of our business, just as was shown above for insur- 
ance, 

This latter brings to mind, again, that important function of the 
economist and marketing researcher in a large corporation. He 
can thus validly and accurately prove that the business is not 
pointed toward monopoly and concentration, but rather is tending 
toward deconcentration, and thereby he helps to protect his busi- 
ness, and private enterprise as well, from allegations of monop- 
oly and economic control. 

Customer Loyalty and Growth. One other fact that marketing 
research has turned up in the life insurance industry is the trend 
of customer loyalty. Among the several insurance-economic 
inter-comparisons, one which is pointed in this direction is the 
proportion of their income which people are willing to entrust to 
the companies. Another is the ratio of insurance in force to 
people’s income. We shall not discuss either of these, except to 
say that they do help us to gauge the consumer’s success in keep- 
ing his insurance protection in tune with his current standard of 
living. At the same time, we can see whether the companies are 
performing their economic and social function in providing ade- 
quate family protection. If private enterprise does not measure 
up, there is of course the danger that government may seek to step 
in, 

Availability of data, such as the marketing researcher has in 
the life insurance business, helps him to measure customer 
growth, too. While the figures on number of policyholders are not 
quite as accurate! as those on inforce, sales, premiums, and 
benefits, they do show the general pattern of growth, as seen from 


13. Because a person may own more than one policy, group certificate, etc., 
and in more than one company. 
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CHART 7 


GROWIH TRENDS IN 


LIFE INSURANCE AND OTHER CUSTOMER ROLLS 


All curves are plotted on logarithmic (or "rate=of-speed" ) 
scale, and arbitrarily placed to help the eye see readily 
the differences in actual growth rates, 
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the top curve in Chart 7. The chart shows also the growth-trends 
of several other important customer rolls. These growths can be 
looked upon in two ways: (1) as a measure of competition with 
our own business from other businesses and government and 
(2) as partly correlative measure of a quality market, as seen in 
the demand for such goods and services as telephones, cars, and 
the like. 

Objectivity and Integrity. Responsibilities of marketing re- 
search extend to the actual marketing process but only in cooper- 
ation with marketing and operating executives. While they of 
course make the activating decisions, the researcher has the re- 
sponsibility to make objective, scientific appraisals and furnish 
clear, unbiased reports and even recommendations, if desired. 

The marketing research here described is thus geared in with 
the broader scope of the economist’s function of helping executives 
attain and maintain perspective. Consolidating such research ina 
central economics staff, vigorously disciplined in scientific meth- 
od and objective approach, helps to keep marketing activity at- 
tuned to current general and regional economic conditions, as 
well as historical trends, and helps to promote a more effective 
and vigorous management policy. 

One last word on the responsibilities of marketing research: 
integrity is the foundation stone upon which the profession must 
stand. Its analyses must be based upon fact, not wishes. True, 
the marketing researcher may have to make guesses or take cal- 
culated risks. It is his duty to specify them and also to call at- 
tention to other limitations in his data, treatments, procedures, 
and analyses. His responsibility is to supply a true picture of 
changes and current relationships as he can best ascertain them 
so that, among other things, the executives of market development 
and other operational units have a central arsenal of marketing 
and other economic information which they can use on the ‘‘firing 
line.’’ 


a 


24. MARKETING, A CORPORATE 
VIEWPOINT 


E. C. Quinn* 


Contrary to the criticisms of "waste" and "overabundance," 
the challenge to marketing for increasing the flow of con- 
sumption goods continues. A commitment to mass consump- 
tion requires mass marketing. Where long range planning 
is involved, as in the automobile industry, successful mar- 
keting depends upon vigorous company-wide action which 
gears the entire operation to the market. The degree to 
which marketing succeeds in meeting its responsibility will 
spell the difference between a static and a dynamic econ- 
omy. Seen in this light, building the mass markets of the 
future is far from contributing to a surfeit of honey; build- 
ing those markets is nothing less than building a greater 
and stronger economy. 


Modern Marketing in a Mature Economic System 


ODERN marketing, the theory and practice of distributing, 

promoting, and retailing thousands upon thousands of prod- 
ucts and services, is a very big subject covering many complex 
and baffling problems. It isn’t likely that marketing will become 
any less complex and less difficult to deal with—for any of us. 
With each passing year, we add to our marketing knowledge, but in 
the process we discover new problems which require new solu- 
tions. We are now giving much more attention and study to mar- 
keting than we did, say, thirty years ago. At that time, for exam- 
ple, many businessmen thought of marketing simply as converting 
goods into cash. The American Marketing Association, in its 
present form, had not yet been organized. Generally speaking, too 
few people were concerned about marketing problems and poten- 
tials. If enough people had been concerned, if they had known the 
importance of stimulating established markets and developing new 


*E. C. Quinn, Vice-President, Sales Division, Chrysler Corporation. 


240 


XU 


|| 


MARKETING, A CORPORATE VIEWPOINT 241 


markets, then they might have had less reason to be concerned 
about the under-utilization of our economic system as a whole. 
The critics of the early Thirties complained bitterly about the 
under-utilization of our system. Many of them, looking at the 
smokeless chimneys of our factories, the freight cars rusting in 
railroad yards, and the padlocked banks and businesses, thought 
they were talking about underproduction. It is clear now that the 
real objects of their criticism were underdeveloped markets and 
underdeveloped consumption patterns. 

In the last thirty years, great changes have occurred. The 
critics are still with us, and they are still complaining bitterly; 
but now they are complaining about what they think is the over- 
utilization of the American economic system, They are complain- 
ing about overdeveloped markets and overdeveloped consumption 
patterns. They are talking about such things as ‘‘the dangers of 
overabundance’’ and, more recently, about ‘‘waste.’’ 

Not one of us would ever go so far as to say that in the Amer- 
ican economy, which is geared to high mass consumption, there 
are no instances of overabundance and waste resulting from too 
enthusiastic marketing and selling. Neither would we go so far as 
to swallow all of the alarmist talk being circulated by people who 
for one reason or another are advocating austerity and economic 
Spartanism., Their arguments simply do not stand up under exam- 
ination. 

Consider the charge that our economy is concentrating too 
heavily on consumer goods. Big and productive as this country is, 
we are far from having all the things we need. There is plenty of 
work to be done in the private sector of our economy —plenty of 
opportunity and challenge for all. The only logical way to think 
about this country is to think in terms not of fewer consumer 
goods, but of more. Let’s not talk about reducing consumer ex- 
penditures on the ground that consumers have more than they need 
right now. Ask the heads of the 40 out of every hundred families 
with incomes under $5,000 a year if they consider themselves 
rich. As the people living in the 9.5 million dwelling units that 
have only cold running water, or no running water at all, if they 
think the country is overbuilt. Ask the more than two million 
families without radios and the more than five million families 
without television sets if they would like entertainment and edu- 
cation and the news of the world brought into their living rooms. 
Ask the 46 million members of the 13.5 million families who are 
still without automobiles of any kind, used or new, if they would 
like quick, comfortable, personal transportation. Does this sound 
like a society that ought to restrict the flow of consumer goods? 


242 MARKETING: A MATURING DISCIPLINE 


Incidentally, the view that this country is far from having all 
the consumer goods it needs is vigorously supported by Professor 
Paul A, Samuelson, described by U. S. News and World Report as 
one of the President-elect’s top business advisors. In an inter- 
view published last week, he stated: ‘‘I happen not to be of the 
opinion that the American people are so affluent that they have no 
more use for private consumption.’’ 

More and more people are moving up the economic scale, but 
they are showing remarkably balanced judgment in the way they 
dispose of their increasing incomes. They are not, as one critic 
maintains, grossly neglecting activities which are important to 
our economy and society and pouring their energies and monies 
into frenzied status-seeking and meaningless frivolities. National 
groupings of expenditures, while they do not give us the sharp pic- 
ture we would like, nevertheless are sufficiently clear to sub- 
stantiate that Americans are spending their money wisely. Here 
are some statistics from last year. The after-tax personal in- 
come of the United States was 337 billion dollars. Of this amount, 
246 billions went for essentials like food, clothing, housing, per- 
sonal care and transportation. Of the 91 billion dollars left, 23 
billions went into savings, almost 20 billions went for medical 
care, 4 billions went for private education, 3 billions went for 
foreign spending and travel, 4 billions went for religious and wel- 
fare activities, 19 billions went for legal and similar services, 
interest on loans, and other personal business, and 18 billions 
went for recreation, that is, for movies, gardening, boating, ball 
games, magazines, and books. 

Now, it is true that a nation spending 18 billion dollars annually 
on recreation is not a nation of string-savers. But, in view of its 
total expenditures as I have outlined them, neither is America a 
nation that is wasting its substance on riotous living. 

Why then do the advocates of austerity regard America as a 
kind of Nero’s Rome on the verge of collapse? Their reasoning is 
difficult to understand. Is it based on deep and perhaps uncon- 
scious Puritanism and the belief that giving up a thing, anything, 
is good? Does it arise from nostalgia for the good old pioneering 
days when a man wasn’t a man unless he had only one homespun 
shirt and calluses on his hands? Or, do the critics of our system 
simply fail to recognize that our economy, after a long and natural 
evolution, is now in what Professor Walt Whitman Rostow of MIT 
calls the stage of high mass consumption? 

According to Rostow’s theory, America is at that stage when a 
country makes the basic decision on how it wants to spend its 
rapidly increasing wealth. For example, it can postpone reaching 


XUi 


MARKETING, A CORPORATE VIEWPOINT 243 


high levels of private consumption, as Russia has done in building 
its powerful state military establishment; or it can accelerate 
reaching high levels of private consumption, as America has done 
by directing its resources and technology in such a way as to 
benefit its people. 

We need only to look around us to see that more and more 
Americans are enjoying the fruits of our maturing economic sys- 
tem. When we decided in favor of increasing consumption, nat- 
urally and inevitably, we also decided in favor of aggressive mass 
marketing. Without mass marketing, how could we continue meet- 
ing our national commitment to mass consumption? The fact that 
we have been giving increasing attention to marketing has been 
especially apparent since just after World War II. As you know, 
in the early postwar years, our industries were concentrating on 
productive capacity. The great need then was to feed goods into 
markets that had been starved by years of war. As production has 
caught up with demand, competition, national and international, has 
intensified, and industries have been busy building their strength 
in the market. 


Modern Marketing in the Automobile Industry 


The same historical and contemporary economic necessities 
that have prompted other American industries to strengthen them- 
selves in the market have also prompted the automobile industry. 
We in Detroit have an added reason for giving more and more of 
our attention to the market and refining our marketing techniques. 
This reason involves the difficulty of hitting the market with the 
right product at the right time. It takes years to develop a new 
automobile. Automotive planners commonly work two, three, and 
more years ahead, and when it comes to judging what consumers 
will be wanting two, three, and more years ahead, the planners 
don’t always bat a thousand. 

Even Chrysler, I’m forced to admit, has introduced products 
ahead of their time once or twice. For example, early in the 
Fifties we thought we detected a real place in the market for a 
roomy compact, big on the inside and with a relatively short 
wheelbase. It turned out that we were just a little premature; and 
it didn’t take us long to get back into the mainstream of demand 
for bigger, longer, lower automobiles. 

In the automobile industry, even when our analyses indicate 
correctly that a certain car will be well-received, we still must 
overcome the very formidable difficulties imposed by lead-time. 
You will recall that in 1958 a lot of brickbats were heaved in the 
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direction of Detroit. Our critics pointed out that foreign manu- 
facturers were building small cars. Where, they wanted to know, 
were Detroit’s small cars? For obvious competitive reasons, we 
couldn’t talk about our compacts. We simply had to duck and keep 
working. At the height of the bombardment, when the brickbats 
were flying thick and fast, our compacts were less than a year 
away from readiness for the market. They have proved to be 
virtually a complete answer to our critics. 

Our long experience at building and marketing automobiles 
helps us not only to gauge future markets, but also to overcome 
the stringencies of lead-time requirements. However, experience 
alone is not enough. The dogmas of the past, as Lincoln pointed 
out, are not always equal to the demands of the stormy present. 
Certainly, this is true of the volatile automobile market. One of 
the ways in which we in the automobile industry look ahead and 
prepare for the future is to commit ourselves fully to the princi- 
ple that Americans, after centuries of imaginative and purposeful 
toil, have at last reached the stage where they can enjoy the good 
things of life on an unprecedented scale. Having made this com- 
mitment, and our business being automobiles, we in Detroit count 
it our job to see that more people enjoy good motoring. Accord- 
ingly, each company not only carries on the basic research that 
leads to new products and new customers, but also studies mar- 
keting trends and backs its findings with vigorous company-wide 
action. By company-wide action, I mean gearing to the market— 
gearing to the needs and desires of individual motorists, to the 
complete cycle of designing, manufacturing, pricing, and distrib- 
uting automobiles. Today, more than ever before, every depart- 
ment in an automobile company is market-oriented and is highly 
responsive to marketing trends. 

At Chrysler Corporation, one of the most important groups 
helping the company achieve its marketing objectives is Product 
Planning. The men in Product Planning have the responsibility of 
analyzing information from many sources inside and outside the 
company to provide a basis for sound product decisions by man- 
agement. One aim, of course, is to achieve the widest possible 
market coverage for the company. For example, the dramatic 
market shift toward compacts, which at Chrysler resulted in the 
development of the Valiant and the Lancer, is really part of a 
broader market shift toward motoring economy in general. The 
trend toward motoring economy has required many major product 
decisions all aimed at strengthening the company, not only for to- 
day’s marketing conditions, but for tomorrow’s as well. For 
example, to give added strength where it counts most, Chrysler 
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now has four entries in the growing economy, or volume, sector 
of the market—Plymouth, Dodge Dart, Valiant, and Lancer. A 
little over a year ago we had only one entry. 

Once the company has plans for the kinds of automobiles that 
will give it maximum coverage in the market, those automobiles 
have to be engineered and built so that they will be competitive in 
quality and in price. Ina very real sense, every department, re- 
gardless of its function, has a marketing job to do. For example, 
Engineering has the job of designing better cars than comparable 
automobiles put on the market by our competitors. Purchasing 
helps arm our salesmen by procuring the best possible materials, 
parts, and components at the lowest possible price. Manufacturing 
meets its marketing responsibilities not only by holding down 
costs with the latest and best manufacturing techniques, but also 
by setting quality standards and seeing that they are maintained. 

When every department down the line has discharged its re- 
sponsibility and we have quality cars built at a cost that allows us 
to price them right in the market, there remains the job of selling. 
Selling cars, of course, depends on many things—for example, on 
general economic conditions, the reputation of the company behind 
the product, consumer demand, and advertising. In the automobile 
industry, successful selling depends largely on successful dealer- 
ships, and we do all in our power to help make them successful. 
The time is long past when an automobile company could regard 
itself as a disinterested wholesaler providing products for retail- 
ers. Dealers are independent businessmen, and we at Chrysler 
recognize them as such; but as the manufacturing company, we can 
and do aid them whenever possible. This aid, which is based ona 
minimum of marketing generalities and on a maximum of market- 
by-market analysis of potentials and achievement, takes any of 
several forms—for example, joint promotion programs, training at 
one of our six training centers strategically located in metropoli- 
tan areas from coast to coast, and business management assist- 
ance for individual dealers. 

The responsibilities described thus far indicate the increasing 
emphasis we in the automobile business are putting on marketing. 
All over Detroit, you find a deep awareness that now more than 
ever before, the customer is king. Competition for his favor 
exists not just at the retail dealership level, but in the labora- 
tories, on the assembly lines, in the design studios, and in the 
board rooms. 

The competition will become even more intense in the future. 
With the profit squeeze and with the steady pressure exerted by 
foreign makers, we in Detroit must work unceasingly to build cars 
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of ever better quality and at the same time hold costs down, We 
must also work to increase our sales volume here and abroad. 
Quality-built cars that are priced right—that is, automotive values, 
will help build sales volume. So will imaginative marketing that 
not only finds customers, but also makes customers. 


Marketing and Economic Growth 


As the importance of marketing grows, the importance of 
groups like the American Marketing Association grows. With 
their educational programs, consumer surveys, and statistical 
studies, they make a big contribution to the health and strength of 
the economy of this country. The thoughtful articles published by 
professional marketers are especially valuable. Theodore Levitt’s 
‘*Marketing Myopia,’’ for example, which appeared in the Harvard 
Business Review last summer, promises to be a classic in the 
field. 

When you help make the economy strong, you help make it pos- 
sible for more and more people in this country to realize what is 
many times called the American Dream, It is not easy to say all 
that the American Dream means. Surely a part of its meaning is 
that the people of this country enjoy free and open markets and 
need not be content to drudge, to do without, to live with standard- 
ized grays and blacks. On the contrary, Americans have and will 
continue increasingly to have material possessions in variety and 
color enough to serve their individual needs and tastes. And that, 
as John Chamberlain pointed out a few weeks ago, is translating 
ownership into something close to self-realization. 

The responsibility of American industry, therefore, lies in the 
direction not simply of standardized mass production, but of 
customized mass production. Today we see our job as one of 
stocking the automobile markets with cars to fit individual needs 
and tastes—cars from the economy compact to the luxury model, 
all offering a wide range of styles, colors, features, and options. 

The challenge and responsibility before all of us who are in 
business, and before professional marketing men, is great. Effec- 
tive marketing puts the extra bounce in buying and brings the added 
margin of business activity that makes the difference between a 
static economy and a dynamic economy. It is the marketer, and I 
use the word in its broadest meaning, who now holds the prime 
responsibility for keeping the economy on the move. 


1. Theodore Levitt, ‘‘Marketing Myopia’ in Harvard Business Review, Vol. 
38, No. 4, July-August, 1960, p. 45. 
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Our civilization has always found its mechanism for economic 
growth in free enterprise. This includes a vital competitive sys- 
tem of marketing that responds to the needs of the people, allowing 
them to choose from a great variety of goods and services. Itisa 
system of economic abundance, but it does much more than give 
customers what they need and want. It is an ever-widening system 
that creates the foundation for ever-greater national strength. It 
encourages the kind of competition that increases the efficiency of 
our industries and leads them to develop and market new products 
and services. These in turn mean new investment opportunities, 
more jobs, and more purchasing power for the individual. The end 
result is a broad economic base which not only supplies our people 
with what they need and want, but also enables the government to 
collect the revenue it needs for strong defense, for aid to under- 
developed countries, for good schools, for scientific research, for 
highways, and for other federal services that benefit all Ameri- 
cans. 

Seen in this light, building the big markets of the future is far 
from contributing to a surfeit of honey. Building those markets is 
nothing less than building a greater and stronger country, nothing 
less than helping this country fulfill its destiny. This is your job 
and my job. In the knowledge that we as marketers are moving in 
the mainstream of our time, it’s a job we can take pride and sat- 
isfaction in doing well. 
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25. PLANNING CURRICULUM 
CHANGES FOR A MATURING 
MARKETING DISCIPLINE 


Eugene J, Kelley* 


A new daytime M.B.A. program in Marketing at the Grad- 
vate School of Business Administration of New York Uni- 
versity reflects the need to develop curricula appropriate 
for a dynamic economy. Management-oriented, this cur- 
riculum emphasizes the development of the student's abili- 
ty to analyze business situations. Recognition is given to 
management science in marketing, international marketing, 
contributions from non-marketing fields, and marketing 
theory. 


ARKETING teachers serving similar general purposes of 
preparing students for business careers have many common 
concerns in curriculum discussions today. I appreciate, there- 
fore, this opportunity of considering with you some aspects of 
planning curriculum changes for a maturing marketing discipline 
against the background of the thinking and planning of the market- 
ing faculty of the Graduate School of Business Administration of 
New York University on this subject.' This faculty is developing 
a new marketing curriculum for M.B.A. students as part of the 
establishment of new M.B.A. and Pa.D. programs for full-time 
Jy students. The new programs, beginning in September, 1961, 
@:3 separate from our established programs which primarily 
serve part-time graduate students. 
This paper is concerned with the general problem of curricu- 
lum planning, but will include some specific curricula arrange- 
ments for the new M.B.A. program in marketing at New York 


*Eugene J. Kelley, Professor of Marketing and Associate Dean, Graduate 
School of Business Administration, New York University. 


1. Dean Joseph H. Taggart, Professors Hector Lazo, Arnold Corbin, and other 
members of the marketing faculty of the Graduate School of Business Administra- 
tion of New York University have helped design the curriculum to be described. A 
debt is owed to two former colleagues at Michigan State University who have in- 
fluenced fundamentally my thinking on the future of marketing education. These 
are Professors William Lazer and Thomas A. Staudt. 
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University to illustrate one approach to our complex, common 
program.” 


CHANGING GOALS AND PROBLEMS IN 
EDUCATION FOR BUSINESS 


The major issues facing any academic marketing group study- 
ing a curriculum today include reassessing the purposes and goals 
of marketing education and developing a curriculum in a period 
characterized by rapid change and an ‘‘explosive development of 
usable knowledge.’’* Marketing teachers have a particular re- 
sponsibility in meeting these problems. As Professor McNair has 
put it, our economy is becoming a consumeristic economy, and 
marketing the essential motive power of the economy. 

It is not necessary to comment to this audience on the external 
changes that influence our curriculum thinking. However, three 
underlying assumptions should be mentioned. These assumptions 
involve forecasting, always a risky business, but teachers have an 
inescapable responsibility to anticipate the future in any curricu- 
lum revision. 


1. The explosion of knowledge in business administration and 
its supporting fields will continue and probably increase. The 
current high rate of knowledge accumulation has been noted by 
observers in many fields. In some fields underlying marketing, 
man has gained more new knowledge in the past twenty-five years 
than in all previous history. Present indications are that the rate 
of knowledge accumulation will accelerate and that educating mar- 
keting students to cope with this rate of change will pose problems 
comparable to those of professional education in science and 
technology. 

2. Closer ties are anticipated between business and some non- 
business subjects, and between the functional fields of business 
administration. It may become more difficult to distinguish clear- 
ly between what is business and what is non-business, what is 


2. Recent M.B.A. curriculum-related developments at the Graduate School of 
Business Administration of New York University include a substantially revised 
doctoral program which features research-oriented doctoral workshops. The 
workshops are supported by a Ford Foundation Grant. Also, an expanded program 
in operations analysis and management science is supported in part by a grant 
from the International Business Machines Corporation. 

3. Harold F. Smiddy, ‘‘Implications for Future Managerial Education,’’ Con- 
ference on Education for Business, Crotonville, New York, July 24, 1960 (General 
Electric Company, Schenectady, New York). 
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marketing and what is non-marketing. At the undergraduate level 
it is even possible that the business school may become more like 
the liberal arts college, and some liberal arts schools more like 
business schools. 

3. The marketing curriculum should provide students with a 
foundation for continuing self-education and development. The 
proper question for marketing curriculum planners to ask may be, 
to paraphrase Robert Calkins, not so much how to teach market- 
ing, as how to educate students and prospective business leaders 
to think for themselves about marketing and business questions. 


What is the Product of Business School Education? 


Business schools probably serve business and society best 
when they produce enterprise-minded students who have developed 
habits of a disciplined approach to problems, the capacity for 
analysis and decision, and the motivation and abilities to continue 
to grow intellectually throughout life. Business students need in- 
formation, facts, and specialization to do this; but information 
presented in a dynamic world merits continuing faculty scrutiny 
to be certain enduring fundamentals and principles, rather than 
techniques, are emphasized. 


Level of Education for Business 


Business schools seem to be training students on three levels: 
(1) as technicians, (2) as planners or programmers, and (3) as 
managers. Despite catalog claims to the contrary, it is probable 
that much undergraduate and graduate business school instruction 
centers on the ‘‘technician’’ jevel. This is not necessarily unde- 
sirable. Most business schools have accepted the responsibility 
of giving students some first job training. Technicians trained by 
business schools are frequently exceptionally qualified and pro- 
ductive specialists who perform important functions and are re- 
warded accordingly. The market researcher, operations analyst, 
advertising copywriter, salesman, tax specialist, and security 
analyst are indispensable individual contributors to modern busi- 
ness enterprise. Each school must make its own decisions as to 
the emphasis to be placed at each of the three levels. The level of 
training may be the prime determinant of curriculum objectives 
and will influence all other elements in the system. 
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Independent Study 


It is going to be increasingly difficult to prepare students at 
any level of training in the time colleges now devote to profes- 
sional business education. The explosion of knowledge in business 
administration and its underlying fields has made it very difficult 
to teach in thirty or sixty weeks of instruction what should be 
known about the foundations of business administration. This is 
why it is essential to build opportunities, incentives, and direction 
for independent and continuing self-development into any curricu- 
lum, A variety of devices can be used to do this and to raise the 
level of expectations of students about their performances, The 
faculty of each institution must search for new possibilities of 
building more self-education into marketing programs through in- 
dependent study plans, faculty guidance, directed study programs, 
and individual and team research projects, 


Education for Marketing Management 


It is true that curriculum changes can consist largely of re- 
titling and repackaging old materials. Terms such as ‘‘liberal 
arts,’’ ‘‘professional,’’ and ‘‘marketing management’’ may not 
provide much guidance. It is possible, for instance, to find in the 
arts curriculum as many fragmented, specialized, and disinte- 
grated courses as may be found in some business school pro- 
grams. More important than catalog descriptions are the spirit 
in which courses are taught, the breadth and vision of the teacher, 
and the level of teacher expectations of student performance. The 
distinguishing feature of a curriculum does not necessarily lie in 
the material presented. It is measured by the success achieved by 
students in analyzing a given phase of marketing activity in rela- 
tion to the economic, social, and physical structure and processes 
of a broader world. Our new marketing program attempts to link 
marketing planning and action to overall enterprise and social 
goals by, for instance, considering the ethical dimensions of mar- 
keting in marketing courses and in business policy courses. 

Managers and management technicians have their own pyra- 
mids of advancement, their own hierarchies, and their own con- 
tributions to make. At many points men will change directions, 
often leaving a field of technical specialization for management. 
At, or before this point, additional managerial education is re- 
quired. In curriculum planning, it is necessary to think in terms 
of the primary audience and to establish specific objectives and 
targets for this group. Business educators are confronted with 


XUM 


| 
| 
| 


PLANNING CURRICULUM CHANGES 255 


hard choices in deciding what knowledge a man needs to operate as 
an effective specialist, and what knowledge he must have to use 
specialists effectively. 

The new New York University M B.A. program is designed 
primarily to produce managers, not individual contributors, or 
high level technicians. The training of technicians and research- 
ers will continue in our larger evening programs and, to some ex- 
tent, in the Ph.D. program. One objective is not superior to 
another; they are different. 


MANAGERIAL APPROACH 
CHARACTERISTICS 


Against this background seven new marketing courses have 
been developed which have four elements in com™mon. 


1. All courses are problem solving rather than information 
oriented. Certain traditional ingredients of marketing courses 
must be sacrificed to these values. The educational goai of the 
teacher is not one presenting a certain amount of information but 
teaching potential administrators how to analyze new and complex 
situations. Careful study is required in order to make the difficult 
decisions entailed in sacrificing a high degree of specialization in 
the elements of marketing in favor of broader questions of market- 
ing strategy and policy formulation. 

2. The principles and applications of management originally 
developed in shop and industrial management are being explored 
by our marketing group for their relevance to all new courses. 
For instance, Professors Lazo, Corbin, and I are preparing an 
extensive bibliography in marketing management which will re- 
flect this search. 

3. Interest in research advances in non-marketing fields 
characterizes all courses. This American Marketing Association 
session is another indication of the marketing significance of the 
behavioral sciences, mathematics, and other fields. The task of 
adapting research of other disciplines to marketing is critical. 
Some progress has been made in recent years; the challenge and 
potential of such adaptations is still substantial. Professor 
Stevens is conducting a survey of universities, corporations, and 
advertising agencies to ascertain the current status and direction 
of the interdisciplinary approach to marketing. 


7 4. See Stanley F. Teele, ‘‘Your Job and Mine - What Change is Doing to 
Them,’’ The Harvard Business School Bulletin, August, 1960, p. 11. 
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4. Another development, somewhat aside from the main 
stream of the managerial marketing movement, has influenced our 
curriculum. This development is the growing role of theory in 
the study of marketing dynamics. Theory is a matter of practical 
management concern. Theory is indispensable in preparing man- 
agers and students to make the innovations and adjustments nec- 
essary to adapt to a continuously changing environment. The new 
M.B.A. curriculum emphasizes, where possible, theoretical mod- 
els and scientific method, rather than simply intelligent artistry 
applied to problem solving. In this way, we hope to overcome 
some of the weaknesses inherent in a single track approach to a 
complex subject. 


THE M.B.A. PROGRAM AT THE 
GRADUATE SCHOOL OF 
BUSINESS ADMINISTRATION 
OF NEW YORK UNIVERSITY 


Two thirds of the courses in this program are required core 
courses. In addition to marketing, these include mathematics, 
accounting, statistics, economics, human behavior, the economic 
setting, management, finance, and business policy. A general 
description of the four semester program is available and full 
course descriptions will be published in a forthcoming bulletin. 

The first marketing course is taken in the first semester of 
the program. 


MARKETING: A Managerial Approach 


This course is designed to give the graduate student 
an understanding and appreciation of the more signifi- 
cant and fundamental facets of the marketing function 
within the framework of the firm, as a whole, in meeting 
the ever-changing demands of the American economy. 
The central purpose is to develop a comprehension of the 
increasingly important role of marketing and the market- 
ing concept of customer -orientation in the social and eco- 
nomic growth of the nation, In so doing, the endeavor is 
made not only to delineate the managerial functions of 
marketing, but also to emphasize the growing contribu- 
tions to the solutions of its problems by the behavioral 
sciences and mathematical techniques and principles of 
operations research and ‘‘management science,’’ in areas 
such as inventory management, and sales forecasting. 
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The topical outlines of the advanced marketing courses follow. 
This framework is not rigid or final. It is believed to be system- 
atic and provide for the assimilation of the new insights, informa- 
tion, and concepts that characterize modern marketing. The stu- 
dent will elect four or five of this group of six courses. 


M.B.A. MARKETING COURSE GROUP 
(All one-semester courses) 


MK 360 Consumer Behavior and Promotional Strategy 


Communications and Persuasion in Marketing 

The Communications Mix: (Advertising, Per- 
sonal Selling, and Sales Promotion) 

Communications in the Marketing System 


MK 370 Product Planning and Development 


The Function of Innovation 

Product and Related Policies: (Price, Market 
Structure, and Competition) 

Marketing and Research and Development 


MK 380 Channels and Physical Distribution Strategy 


Marketing Institutions and Channel Strategy 
Physical Distribution 

Consumer Goods Distribution Structure 
Industrial Marketing 


MK 400 Marketing Research and Analysis 


Research in Marketing—Emphasis on New Ap- 
plications Related to New Interfield Pro- 
gram in Management Science 


MK 410 Integrated Marketing Planning and Action 


Marketing Leadership 

Programming Marketing Strategy 

Measuring and Evaluating and Controlling Per- 
formance 

Marketing Audit 


MK 420 #£=Marketing Problems Seminar 


Student elects special field of interest from 
MK 360, 370, 380, 400, or a problem in 
marketing theory. 
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MK 360, Consumer Behavior and Promotional Strategy, is a 
course emphasizing the contributions of the behavioral sciences 
to marketing. MK 370, Product Planning and Development, has an 
economic theory focus, and MK 380, Channels and Physical Dis- 
tribution, features developments in operation analysis as they re- 
late to marketing strategy. There is not a separate course in 
marketing theory; each course will integrate theory into its con- 
tent. MK 360, 370, 380, and 400 have a middle management orien- 
tation and MK 410 a top management perspective. 


Business Policy 


This capstone course will be taught by a faculty team including 
members of the marketing faculty. Such topics as price policy 
and others of an integrative nature will be studied in the policy 
course and a thesis will be written in this intensive two-semester 
course. Research in Business Policy Problems will be empha- 
sized. 


Interfield Programs 


Interfield programs with a strong marketing base are being 
developed in International Business, Management Science, and 
Human Resources. Operations analysis will be a common element 
underlying the entire program. 


CONCLUSION 


One of my colleagues, Peter Drucker, has said that the busi- 
ness school is the major organ for the anticipation of tomorrow. 
All business school faculty members share the obligation of antic- 
ipation, Few have a greater responsibility than marketing faculty 
members; for few economic and educational challenges are great- 
er than that of helping to make a better tomorrow by increasing 
the effectiveness of marketing in an enterprise society. 

To meet this challenge by preparing today’s students to be- 
come tomorrow’s managers will require continuing research and 
experimentation on curriculum questions by each of us. We hope 
we will be able to share the results of our experimentation with 
colleagues in other schools, as the programs, designed to meet 
our responsibilities, develop and change. 
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26. ECONOMIC THEORY AND THE 
MARKETING CURRICULUM 


William J. Baumol* 


The complaint that economic theory is not "realistic" is 
answered with the proposal that the teaching of theory to 
marketing students requires emphasis upon its application. 
A proposed course in managerial economics does not at- 
tempt a reorientation of theory. Rather, it provides a 
bridge between abstract analysis and the complex problems 
encountered in business practice. 


ECENTLY I came across another example of the old lament 
that economic models are not sufficiently realistic and that 
this really prevents them from being very useful to the student of 
marketing analysis. From this the conclusion was drawn that the 
business schools should call for a new microeconomic theory, 
that they should inspire a quest for a sort of analogue with the 
Keynesian revolution, only, this time, in the theory of the firm and 
of the consumer. Now, I must admit from the very beginning that 
economic theory still has a long way to go and much is to be done 
before we can in any degree be satisfied with its ability to analyze 
the real economic world. Indeed, it is probably in the nature of 
science that we can never really be satisfied and that we must al- 
ways remain tremendously impressed with the extreme depth of 
our ignorance. But that is not saying anything which is peculiar to 
the problems of economic analysis. I am sure that a similar 
statement can be elicited from the practitioners of almost any 
discipline—I have heard similar statements from my physicist 
friends. Future improvements in our economic theory will, I 
trust, make it more useful to the student of management and mar- 
keting. But this is not, in my opinion, the main direction to look 
for better teaching of economic theory to the marketing student. 
Indeed, on the contrary, I believe that the critic of economic 
theory with whose point of view I began this talk was really point- 
ing in the wrong direction, in the direction of a search for 


*William J. Baumol, Professor of Economics, Princeton University. 
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increased ‘‘realism.’’ Almost of necessity, the economic theorist 
is forced to compromise with reality and to do so for a variety of 
reasons. First, is the fact that reality is too complex and con- 
tains too many trivial details to permit its being subjected to any 
sort of systematic and satisfactory analytical procedures. The 
details of the operation of any specific firm are likely to be too 
many and their interrelationships too complex for our analytical 
tools. This is true not only of the formal methods of analysis, the 
mathematical techniques and the techniques of economic theory 
which we are talking of applying. It is equally pertinent for an 
analysis of a business problem, however informal it may be, be- 
cause it almost necessarily, and perhaps unconsciously, focuses 
attention on only those factors which the analyst considers most 
directly relevant. 

A second reason why economic theory is and will almost cer- 
tainly continue to be insufficiently realistic for the marketing 
analyst is the fact that the economic theorist is not interested in 
one particular firm. Rather, he is trying to add to his under- 
standing of the operation of the economy as a whole and in doing 
so he must abstract from the peculiarities which distinguish one 
firm from another—from the special features which make individ- 
ual business problems what they are. As a result, from economic 
theory there will emerge a body of knowledge which cannot be 
applied directly to the practical situations with which the market- 
ing man is likely to be faced, and consequently there is likely to be 
dissatisfaction on the part of the marketing teacher and marketing 
student unless something is done to bridge the gap. 

How should the gap be bridged? Should it be done by way of 
modification of the theory itself? Here we may look with some 
profit on the analogy with the role of the engineer. The relation- 
ship between the managerial economist and the economic theorist 
can with some degree of justice, I believe, be compared with that 
between the engineer and the physicist. It is noteworthy that the 
engineer is almost never able to apply without modification the 
theorems coming out of the simplified world of the controlled 
physical laboratory experiment or the relatively idealized theory 
of the physicist. In applying the theorems he must be prepared to 
play things by ear, to use judgment, to adapt himself to the cir- 
cumstances which he faces. Surely the man who uses the results 
he learned in his elementary physics courses literally and direct- 
ly will never make a top flight engineer. Yet, this does not mean 
that physical theory and physical experimentation are irrelevant 
to the work of engineering. This is clearly not the case. Without 
the principles of physics the engineer would be able to accomplish 
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much less than he can do in fact. Thus, we reach several conclu- 
sions: that physics is indeed useful to the engineer, that it is not 
made more useful to him by special discussions of the physical 
characteristics of specific potential bridge locations or other 
peculiar problems which are likely to beset the practical engineer, 
and that, in fact, physics is most useful to him when it is taught as 
pure physics. What is needed, however, in addition, is a bridge 
between the theory and the application—something which repre- 
sents an academic approximation to a period of apprenticeship 
where the student can learn to some extent to judge what parts of 
the theory are applicable and where, in fact, he can practice the 
application. To the student of management and marketing today, 
I think something very much analogous to this has become abso- 
lutely essential. This is not only because I believe that rigorous 
techniques can be extremely helpful in the solution of managerial 
problems. The nature of management analysis today makes it 
probable that the marketing student will some day have these 
more rigorous methods thrust upon him. For a variety of reasons 
the modern firm is finding it more and more difficult to avoid the 
use of the operations research technician or of the rigorous eco- 
nomic analyst who, for these purposes, may be treated as a first 
cousin of the operations researcher. The student of marketing 
and management, therefore, must learn how to live with this 
phenomenon. By this I do not mean that he should become an 
economic theorist or an operations researcher himself. Usually, 
or at least very often, he has neither the inclination nor the pecu- 
liar abilities which are required for this and certainly he is likely 
not to have the requisite mathematical training. However, while 
he will never become a practitioner of these methods, he will very 
likely, and perhaps despite himself, have to become a consumer 
of them. If so, it is well that he be prepared to be an intelligent 
consumer, 

I therefore feel that every marketing and management student 
should be given both a course in economic theory and a further 
course in the techniques and methods of so-called management 
science. It is clearly not necessary for him to learn all the tech- 
nical details. However, it is absolutely essential that the program 
not go to the other extremes—a simple listing of cases where 
these techniques have been applied successfully and a bare cata- 
logue of methods supplemented only by cook book directions. In 
fact, I think every student should really acquire mastery of a few 
of the simpler techniques because without such mastery he cannot 
really have a full grasp of their powers and, what may be even 
more important, of their limitations. I feel, for example, that 
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every student in this area should end up understanding the ele- 
ments of both linear programming and nonlinear programming for 
two reasons: so that he can recognize for himself situations in 
which it is appropriate to use these methods of analysis and also 
so that he can recognize when these tools are not being used legit- 
imately by the operations researcher. Only by a thorough under- 
standing of linear programming and its contrast with nonlinear 
programming can he hope to understand where it is inappropriate 
to use a linear approximation to nonlinear facts. 

What I am advocating is a two-part program and so far I have 
only discussed its first portion—the teaching of the conventional 
tools in approximately the conventional manner (aside from some 
changes in emphasis). A second, and perhaps equally important 
part of the program is the provision of a bridge between the ab- 
stractions which the student acquires in these courses and the 
complexities which he is likely to encounter in practice. Let me 
turn now to the latter. Here I have a relatively radical proposal 
which I can most easily describe by quoting from a report I re- 
cently made to one of our leading graduate schools of business: 

One of the student’s main difficulties in employing rigorous 
techniques is that he tends to compartmentalize in his mind the 
two worlds of ‘‘theory’’ and ‘‘practice.’’ He may master a method 
within the context of the illustration which is used by the lecturer, 
and yet, when, in application, he encounters a variant of this case 
he is often completely lost. Unfortunately, in practice, actual 
marketing situations rarely follow the standard textbook patterns. 

Perhaps even more difficult for the student is the acquisition 
of the art of analytical model building. Effective analysis requires 
that we ignore in our models the less important details and com- 
plications of reality, for unless we do this we will be overwhelmed 
by the hopeless complexity of the situation. However, if we go too 
far in this process we end up with a model which is too far re- 
moved from the facts to be of any help at all. There are no hard 
and fast rules for achieving a happy medium, Model building skills 
can only be acquired by experience and practice. 

The purpose of this proposed managerial economics course is 
to provide the student with an opportunity to acquire these sorts 
of skills: to learn how to apply the facts and rigorous tools which 
he learned in his earlier courses to actual problems, and to build 
the required models, It is designed to offer him as close a sub- 
stitute for actual business experience as the academic situation 
permits. 

The course would consist of a number of student papers based 
on research projects. These would be reported on and discussed 
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in a weekly seminar. The projects could be formulated as fol- 
lows: 


1. Problems can be selected from any of the standard case 
books. 

2. Problems are to be chosen by the student. He must pick 
problems to which he can apply the methods he learned in the 
courses in analytic tools of managerial economics. 

3. He can obtain supplementary statistical information either 
by looking it up or by inventing the figures himself. However, 
every set of invented figures must be accompanied by a detailed 
description of the methods by which these data could be acquired 
to give evidence that the collection of such information is within 
the realm of reasonable possibility, and that it could be done with- 
in the research budget and time limitations which he is likely to 
encounter in practice. 

4. The student would then be required to apply rigorous ana- 
lytic techniques to these cases and the supplementary materials. 
In each paper he would be required to show i) what he learned by 
the use of these methods, and ii) their shortcomings and difficul- 
ties in the context of his problem. 

5. These research projects could sometimes be conducted by 
teams of two or three students to give them practice in coopera- 
tive research. 

6. An oral report could be presented (but not read) to the 
seminar which should be conducted as a free-for-all discussion 
group. 

7. Finally, a written report would be submitted to the instruc- 
tor who would return it with comments and who should require 
that it be rewritten and resubmitted if necessary. 


I may add that I am conducting a somewhat similar seminar at 
the Woodrow Wilson School of Public and International Affairs here 
at Princeton. On the basis of only one year’s experience I am 
convinced that it takes some work and experience to conduct such 
a seminar successfully; but I believe that it has already done a 
great deal for the students even on the first experimental go- 
round, 

To summarize, it is my view that what the teaching of eco- 
nomic theory requires in order to make it more helpful for the 
marketing student is not a reorientation of the theory itself; rath- 
er, what it calls for is the provision of a bridge or a series of 
bridges which will enable the student to go from the abstract 
analysis to the very concrete and complex problems which he is 
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likely to encounter in practice. One possible device for achieving 
this purpose—a special case study research seminar—has been 
described in some detail. Whether or not others will find it ac- 
ceptable for their purposes, it should serve to indicate that the 
teaching of applied theory requires, as the term implies, the ap- 
plication and not necessarily the revision of the theory. 
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27. DISCUSSION 


James D. Scott:* Baumol’s first recommendation is that every 
student should be given both a course in Management Science and 
one in Economic Theory. Certainly he makes a good case in favor 
of providing training in management science for those students who 
have the necessary background in mathematics. Operations anal- 
ysis is a powerful tool when applied to certain kinds of marketing 
problems under appropriate conditions. Of course, it is well 
recognized that there are important kinds of problems in market- 
ing which do not lend themselves to operations analysis. Thus the 
marketing manager of the future should understand enough about 
the techniques of operations research so that he can be an intelli- 
gent consumer of this kind of research. 

While I would agree that properly qualified students would 
benefit from developing a mastery of some of the more important 
tools of operations analysis, I wonder if it would really be wise to 
require all of our marketing students to take this kind of training. 
It is my understanding that students need background in modern 
mathematics and in calculus if they are to develop a mastery of 
the more important tools utilized in operations research. Should 
we raise our mathematics requirements to this point, both at the 
undergraduate and graduate levels? Even the Gordon and Howell 
report does not go this far. It recommends raising undergraduate 
requirements to include one year of modern mathematical analy- 
sis, but stops short of suggesting a second course which would 
carry the student on through calculus.! 

How much background we should require in mathematics is 
clearly a controversial question. A portion of our students come 
to us with inadequate backgrounds in mathematics and they often 
seem to have insufficient ability for the calculus. Yet they may 
have creative capacity, analytical ability, and judgment—abilities 
which are highly prized in the potential marketing manager. This 
leads me to wonder if it might not be wise to retain some degree 
of flexibility in our mathematics requirements. 


*James D, Scott, Professor of Advertising, University of Michigan. 


1. Gordon, R. A. and Howell, J. E., Higher Education for Business (New York: 
Columbia University Press, 1959), p. 162. 
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Having taken this position, I would question the advisability of 
requiring all marketing students to take the management science 
course. Instead I would make it elective so as to exclude those 
with inadequate background or aptitude in mathematics. At the 
same time, I would strongly recommend the course to all those 
who are successful in completing the necessary mathematical 
background, 

Baumol’s recommendation that every marketing student be re- 
quired to take a course in economic theory is less controversial. 
I assume that this course would be in addition to the customary 
two semesters of economic principles which are usually required. 
Some aspects of economic theory can provide a very helpful start- 
ing point for the marketing manager in dealing with practical mar- 
keting problems. Hence we can make a good case for advising our 
marketing students to develop a mastery of these relevant aspects 
of economic theory. 

There are, of course, several alternative ways in which this 
may be accomplished. One is to have the student choose an ap- 
propriate course from among those offered in the Economics De- 
partment. A second approach might well be to arrange to offer a 
single course in economic theory which would be tailored to the 
interests and needs of our business students. A third way of ac- 
complishing the task might be to include relevant aspects of 
economic theory in our basic marketing course. Each of these 
alternative arrangements has its merits and limitations. Perhaps 
the wise approach is to choose that arrangement which best meets 
the needs of the students and at the same time takes into account 
the nature of the available courses in economic theory as well as 
the interests and personalities of the professors who teach these 
courses. Even though some might not agree that a course in eco- 
nomic theory ought to be required of all marketing students, cer- 
tainly we can support the idea that relevant aspects of economic 
theory should be made available to our marketing students in 
some appropriate way. 

The second part of Baumol’s program is the provision of a 
bridge between the abstractions of economic theory and its appli- 
cation in the solution of marketing problems. The idea is an ex- 
cellent one. Certainly we need to help our marketing students 
develop a capacity to make effective use of relevant aspects of 
economic theory in the solution of marketing problems. As one 
means of accomplishing this, Baumol proposes a managerial eco- 
nomics course presented as a special case study research semi- 
nar. Such a seminar would provide a means for giving the student 
experience in applying economic theory to actual case situations 
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under the guidance of an experienced teacher. While the proposed 
case study research seminar has much to recommend it, it would 
obviously be relatively costly in terms of man power and time 
where a large number of marketing students are to be trained. I 
also wonder whether the student can make a true estimate of the 
availability of necessary supplementary statistical information in 
a specific case without facing the realities required in the plan- 
ning and execution of an actual research project. Some kinds of 
statistical data required in the applications of economic theory 
simply cannot be secured in the real world of every day business 
practice. Other desirable data are much too costly to secure. I 
wonder if a typical marketing student has enough experience in 
research to be able to identify these situations? Of course, you 
might argue that it is a task of the instructor to help the student 
realize the limitations involved in data gathering, but I wonder if 
even the instructor might not be too optimistic under some cir- 
cumstances as long as the research plans under discussion are 
not actually going to be put into operation. 

If we grant the desirability of helping the student bridge the gap 
between theory and practical application, then we may want to 
consider other alternative approaches which may be better adapted 
to our own particular situations. For example, in our basic mar- 
keting course at the University of Michigan, we encourage our 
students to make applications of relevant aspects of economic 
theory as we discuss practical case problems in the classroom. 
This approach has the advantage of exposing all of the students in 
our required course to this kind of training. It also gives us the 
opportunity of discussing with our students the question of what 
kinds of data may be secured through additional research and what 
kinds are likely to be difficult or impossible to secure. 

Still another approach is to offer a course in managerial eco- 
nomics which deals with aspects of economic theory relevant to 
business practice and which aims to encourage the application of 
theory to the solution of actual business problems. Where it is 
possible to draw upon research reports made by consulting econo- 
mists, a realistic and helpful touch may be achieved. While this 
approach lacks the research emphasis of the seminar recom- 
mended by Baumol, it may well stimulate the student to give con- 
siderable attention to the application of economic theory in the 
marketing area. 

Eugene J. Kelley’s description of the thinking and planning 
behind the new MBA day program at New York University raises 
so many interesting questions that it is a problem to know where 
to begin. I have chosen to focus attention on one major topic. 
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Perhaps the most interesting experiment in the N.Y.U. program 
concerns the six advanced marketing courses which are to be in- 
troduced. These courses appear to provide an expanded treatment 
of certain topics covered in the customary sales management or 
marketing management course. Noticeably missing in the list of 
advanced courses are such titles as Retailing, Wholesaling and 
Industrial Procurement. 

Does this experiment in the restructuring of our advanced 
marketing courses appear to be promising? Certainly this ar- 
rangement provides the future marketing manager with more 
problem-solving experience in areas of key importance than is 
customary. If the courses in the above list carry three semester 
hours of credit each, the student would have an opportunity to de- 
vote 18 hours to advanced marketing work. Under the traditional 
course pattern, by contrast, the student might be limited to a three 
hour course in sales management, three hours in marketing re- 
search, and three hours in advertising principles—a total of nine 
semester hours. 

A favorable feature of the proposed advanced courses for the 
N.Y.U. program is the plan of giving appropriate emphasis to the 
applications of other disciplines in the solution of marketing prob- 
lems. For example, the course in Consumer Behavior and Pro- 
motional Strategy is to emphasize the contributions of the behav- 
ioral sciences. The Product Planning and Development course is 
to emphasize applications of economic theory, while the course 
dealing with Channels and Physical Distribution is toinvolve appli- 
cations of operations research and data processing. This approach 
strikes me as being especially well conceived. It is an experi- 
ment which we should watch with real interest. 

As noted earlier, the new daytime program at N.Y.U. does not 
offer the traditional courses in retailing, wholesaling and indus- 
trial procurement. This is justified in part by the fact that the 
program emphasizes the point of view of the marketing manager 
of a manufacturing concern. Such an arrangement may be more 
feasible at N.Y.U. than elsewhere since that institution already 
has a School of Retailing operating as a separate administrative 
unit. Presumably those interested in retail store management 
should enter that division of the University. Also, it may be ar- 
gued that the course ‘‘Channels and Physical Distribution’’ can 
provide necessary background on the institutional structure in the 
marketing area. While I admit this possibility, I do wonder 
whether the students in the day program will have an adequate 
understanding of the retailer’s point of view under the revised 
program. The answer to this question undoubtedly depends upon 
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the instructor in the Channels course. If he feels it is important, 
undoubtedly he can see to it that the student is exposed to the re- 
tailer’s interest and point of view. My comments make it clear, 
however, that other schools of business lacking a separate school 
of retailing might well hesitate to follow the lead of the daytime 
N.Y.U. program in dropping their retailing courses. 

In my opinion the plan of breaking the customary marketing 
management course down into several component parts raises an 
even more serious question. It is well recognized that decisions 
relating to product, distribution channels, promotional strategy 
and pricing are all inter-related in the marketing mix. Yet four 
of the advanced marketing courses in the daytime N.Y.U. program 
will deal with these topics individually. Where this is done, will 
the students be able to keep always in mind the importance of 
making decisions on one problem in the light of the remainder of 
the marketing mix? Clearly it will be necessary to make a special 
effort to achieve integration in this advanced program. 

Apparently this need for integration is recognized by the N.Y.U. 
faculty. I note that one of the advanced courses is entitled ‘‘Inte- 
grated Marketing Planning and Administration.’’ Also the Mar- 
keting Problems Seminar will undoubtedly provide an opportunity 
for emphasizing the importance of solving each problem in the 
light of the total mix. 

The N.Y.U. faculty plans to integrate theory into each of the 
above courses rather than to treat it in a separate course. This 
appears to me to be a plan well worth trying. Certainly the em- 
phasis on theory which is planned for this program is evidence of 
the growing maturity in the field of marketing. 

In summary, while some of the proposals discussed above are 
controversial, experimentation of the sort which is outlined here 
is very commendable. We need to try out new approaches if we 
are to progress in our field. Certainly the opportunity for experi- 
mentation is especially good in the new day program of New York 
University. The fact that this is a new division of the University, 
organized as a separate unit, and able to operate on a limited en- 
rollment, all favor experimentation. 
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28. CONTRIBUTIONS OF OPERATIONS 
RESEARCH TO THE MARKETING 
RESEARCH COURSE 


Samuel B, Richmond* 


An understanding of operations research should bring to the 
market research student the recognition that the essence of 
research is its contribution to decision making. The princi- 
pal contribution which can be incorporated into the market 
research course is the construction of a model of the system 
being studied. While advanced mathematical skills are not 
absolutely required in order for the student to appreciate 
the contribution of operations research, an understanding 
of probability theory, statistical inference, and sampling is 
necessary. 


Operations Research as an Approach 
to Problem Solving 


HE purpose of this paper is to inquire, from the point of view 

of teachers of marketing research, into the areas of operations 
research that are worth incorporating into our marketing research 
courses, 

Hardly anyone ever speaks about operations research without 
first defining it. I shall not depart from this tradition. Operations 
research is not a subject matter field. It is not a disciplined body 
of knowledge. Rather, it is a point of view, or an approach to 
problem solving and decision-making. There are two central as- 
pects to this approach—both of which can and should be built right 
into the marketing research courses, First, operations research 
regards every research problem as part of a decision problem. 
The purpose of the research is to obtain information to help in 
making a decision, Since all decisions deal with future events, 
they involve forecasts and consequently are subject to uncertainty 
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and possible errors. The function of both operations research and 
marketing research is to decrease the uncertainty and, hopefully, 
to make the decisions less subject to error. 

The second aspect of this approach is a predisposition, where- 
ever possible, for the construction and utilization of formal math- 
ematical or symbolic models. In fact, the essence of operations 
research is the construction of a model of the system being stud- 
ied. This model seeks to describe the system or partial system 
about which a decision is to be made. It considers the objectives 
and the factors affecting those objectives. The objective or quan- 
tity which is to be used to measure the efficiency of the system is 
the ‘‘output’’ of the model, and the factors affecting the output are 
the ‘‘inputs.’’ The output or objective function may be market 
share, sales, next year’s profits, lifetime profits, prestige, con- 
tribution to national defense, growth, peace, or public relations, 
The decision-maker’s objectives usually include more than one of 
these, and often these may be in conflict with one another, This 
assessment of values is a most difficult problem and one for which 
operations research does not yet provide answers. In any event, 
the values and objectives must be resolved, and some objective 
function selected. 

The inputs to the system may be under the control of the deci- 
sion-maker, or they may not be. If they are important and not 
subject to his control, they may have to be measured. It is the 
controllable inputs which are the variables about which the deci- 
sion is to be made. One can think of these controllable variables 
as a series of one or more dials which the decision-maker is to 
adjust. In marketing, the dials might be labeled respectively: 
product characteristics, price, promotion, and distribution. Our 
decision-maker is concerned with the settings of these four dials. 
At the moment, three of the dials may be fixed, and he may be 
merely selecting between two previously determined alternative 
positions on the last one of these dials. This would be the simplest 
problem. At the other end of the complexity spectrum, we might 
consider the decision-maker faced with these four dials, each of 
which has an infinite number of possible positions, and he is to 
select the best position for all four, considering all possible rami- 
fications and interactions. This is an enormous problem. No one 
has ever even tried to formulate this as a mathematical model. 
For example, considering only the dial marked ‘‘promotion’’ for a 
moment, it would encompass the budget level, media selection and 
mix, type of promotional appeal, selection of copy, frequency of 
exposure, size of page, length of verbal message, duration of the 
campaign, and the many other aspects of promotion. No one would 
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try to determine all of these at one time. Normally, the decision- 
maker confines himself to selecting among a small number of 
fixed alternatives with respect to only one or at most a few of 
these aspects of promotion. 

Thus, the model relates the inputs and the outputs. Its purpose 
is to help toward an understanding of which dials are fixed and 
which are to be set by the decision-maker. It serves to predict 
the effect on the outputs of various changes in the controllable in- 
puts or dial settings. It helps determine what kinds of data are 
needed to solve the problem, and, finally, it helps find the best 
values for the controllable variables. 

Clearly, in any problem, the model, at best, represents only a 
small part of reality. In marketing problems, that part is apt to 
be small indeed. In fact, one of the reasons for the relatively slow 
development of mathematical marketing models, as against their 
very successful application in other fields, is that marketing prob- 
lems are harder. They involve Economics, Sociology, Psychology, 
and business institutions. Also, marketing data, especially exper- 
imental data, are hard to obtain, and any model, once constructed, 
must be tested against actual data. After all, the operations re- 
search approach is not a substitute for data and substantive infor- 
mation. It is merely a tool for acquiring and using such informa- 
tion, 


Operations Research Models in Marketing 


Let us now examine some of the operations research models 
which have been used successfully in marketing. Then, on the ba- 
sis of this examination, we shall decide whether we might want to 
enlarge or modify our marketing research courses to make fuller 
use of the contributions of operations research. 

We shall find that sophistication in mathematics is not essen- 
tial. It is indeed desirable, however, and it is probably essential 
that our students understand what kinds of problems mathemati- 
cians can solve and, further, that they feel sufficiently comfortable 
about mathematics and mathematicians to be willing and able to 
consult with and use the advice of persons who do have relatively 
sophisticated mathematical techniques at their command. How- 
ever, for the students of marketing research, we shall find that 
much can be accomplished without the need for sophisticated 
mathematics. Of course, the more mathematical training they 
have, the more thorough can be their study and understanding of 
the marketing models, 

For the first model to be described, some notion about the 
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concepts of probability is the only technical requirement. In this 
study, we were concerned with marketing a consumer product. 
The product was branded, but not highly differentiated from the 
several branded competing products with which it shared the mar- 
ket. The decision problem involved the allocation of promotional 
effort. 

A model was constructed which depicted the market asa 
‘‘tree.’’ This is seen in Figure 1. The top box represents the 
population or potential customers. These customers are divided 
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Fig. 1 


SOURCE: Michael H. Halbert, ‘‘A Practical and Proven Measure 
of Advertising Effectiveness,’’ Proceedings: 6th Annual 
Conference, Advertising Research Foundation, p. 81. 
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first into two groups: those who purchase the product; that is, our 
brand or a competing brand, and those who do not. If they do pur- 
chase this product they must go to a retail outlet. Outlets typical- 
ly carry more than one brand, and the selected outlet may carry 
our brand, or it may not. If it does not carry our brand, we can- 
not make a sale, and, conversely, if the dealer carries only our 
brand, we are sure of the sale. The customer, once in an outlet 
which carries our brand and other brands, may select the brand of 
his choice, or he may leave the choice of brand up to the clerk. 
If the customer selects, he may choose our brand or another and if 
the clerk is given the choice, the clerk may choose to sell our 
brand or another. According to the diagram, we have five points 
at which decisions are made which affect our sales. By sampling 
customers and their retail outlets, we were able to put numbers 
into these boxes so that we knew the probabilities associated with 
each of these steps. For example, we knew the probability that 
people do not purchase this product. At point (2), we knew the 
probability that a customer goes to an outlet that carries our 
brand the the probability that he goes to an outlet that does not 
carry our brand. For those customers who go to outlets which 
carry our brand, we knew the probability that they choose their 
own brand or leave the choice up to the clerk, and then for those 
customers who made their own choice of brands, we knew the 
probability that they chose our brand, And finally, for those cus- 
tomers who left the choice up to the clerk, we found the probability 
that they would be given our brand. 

Promotional efforts obviously can have influence at every one 
of these five points. That is, at point (1) promotional efforts could 
try to cause people to purchase rather than not purchase. At point 
(2) by making our brand sufficiently attractive, they could try to 
cause customers to seek out dealers who carried our brand. At 
points (3) and (4) we could try to cause customers to make their 
own choice and choose our brand rather than leave it up to the 
clerk, and at point (5) we could try to cause the clerk to sell our 
brand whenever the choice was his. The decision at point (2) is 
one that we can influence in two ways: first, by advertising, caus- 
ing people to seek out dealers who carry our brand, and second, 
we can influence the decision at point (2) by our distribution effort. 
If our distribution coverage was such that our brand was available 
in every possible outlet, then the decision at point (2) would always 
be in our favor. If, on the other hand, our brand was available in 
only a small percentage of retail outlets, then we might want to 
consider the possibility of improving our distribution coverage as 
one means of influencing the output of the decision at point (2). The 
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decision at point (3) might be hard to sway, but the decisions at 
points (4) and (5) are subject to our influence. The decision at 
point (4) depends upon customer preference and the decision at 
point (5) depends upon what we can do to cause the clerk to sell 
our product preferentially. 

This model served the purpose of telling the researchers what 
kinds of information might profitably be collected and utilized, 
and, further, it served as a tool for the utilization of this informa- 
tion as a guide to the allocation decisions which were to be made, 
An equation was derived which related the sales in any area to the 
three controllable inputs: distribution coverage, clerk’s incentive 
to push our brand, and advertising level. Since marketing budget 
and effort may be expended to influence any or all of these three 
controllable variables, the model, by assessing the relative impor - 
tance of these alternative activities, makes it possible to improve 
these allocation decisions. 

One of the most important tools for understanding and using 
the contributions of operations research is probability theory. We 
have seen this in the tree illustration which we have just dis- 
cussed. Another interesting illustration of the use of probability 
is seen in connection with the familiar ‘‘brand switch’’? model. 

In making decisions about, say, a product that has been on the 
market for some time, one of the important kinds of information 
for the decision-maker is sales information, If the facts show that 
sales have been increasing, a particular marketing decision may 
well be quite different from what it would be if sales had been fall- 
ing. However, the information that sales have been increasing or 
decreasing may not tell nearly so much as the decision-maker 
might like to know. The brand switch model has made it possible 
for the decision-maker to have before him far better information. 

Let us assume that we are dealing with a product which is 
bought at regular intervals, and that these intervals are not long 
intervals in the marketing sense, let us say, a year or less, If 
the sales records show that sales are increasing, this may be be- 
cause the customers who have used our brand continue to use it 
and, in addition, new customers are continually being attracted. 
It may mean, on the other hand, that most of the customers who 
try our brand desert us for another brand, but that the number of 
entering customers exceeds the number of departing customers so 
that our sales curve rises. In the first case we might say that our 
customers tend to exhibit considerable brand loyalty, and in the 
second case, we would say that they do not, but that our promotion, 
if not our product, seems to be good. Marketing decisions appro- 
priate to the first situation might be wholly unsuited to the other. 
Let us look at the brand switch model. 
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Suppose that there are three brands in the market and that, for 
simplicity, the total number of persons in the market is not chang- 
ing. (Actually, these assumptions are not essential, and the pos- 
sibility of changes in the total number of customers may be han- 
dled quite easily.) One way in which we might examine the 
behavior of consumers over several time periods might be through 
the use of a probability tree, somewhat similar to the one which 
we examined a few moments ago. Here, with only three brands, 
the tree, nevertheless, becomes quite complex very soon, For 
example, in time period ome, there are only three possibilities; 
namely, that customers will buy one of the three brands. In period 
two, there are nine possibilities, as shown in Figure 2. The tree 
grows rapidly, as seen in Figure 3. Over three time periods there 
are 27 possibilities, over 4 time periods 81 possibilities; and, 
clearly, with more than three brands and more time periods, the 
probability tree becomes too large for convenient analysis. 


Time 1 Time 2 


Fig. 2 


SOURCE: Michael H. Halbert, ‘‘A Practical and Proven Measure 
of Advertising Effectiveness,’’ Proceedings: 6th Annual 
Conference, Advertising Research Foundation, p. 80. 
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Fig. 3 
SOURCE: Benjamin Lipstein, ‘‘The Dynamics of Brand Loyalty 


and Brand Switching,’’ Proceedings: 5th Annual Confer- 
ence, Advertising Research Foundation, p. 102. 


The model involves considering the probability that a person 
purchasing a particular brand at one time will purchase one of the 
possible other brands or repeat the same brand in the next period. 
For example, Figure 4 is a representative of a sample of 1,000 
customers, who in period 1, purchased brands A, B, and C with 
the frequencies shown in the first column: 250, 250, and 500, re- 
spectively. Their purchases in the second time period are shown 
in the other columns, The matrix may be read in the following 
way. In the second time period, Brand A still had 250 customers, 
but only 125 of the original customers stayed with Brand A, Brand 
A lost 75 customers to Brand B and 50 customers to Brand C, but 
it picked up 75 customers from Brand B and 50 from Brand C, 
Similarly, 100 customers were loyal to Brand B, and 350 custom- 
ers were loyal to Brand C. This representation may be simplified 
and made more readily usable by converting it to a probability 
matrix as seen in Figure 5, The entries in this probability matrix 
show the conditional probabilities associated with the 9 possible 
2-period brand-purchase sequences. That is, if a customer 
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SWITCHING AND STAYING PATTERN 
OF CONSUMERS 


PERIOD | PERIOD 2 
BRAND BRAND 
A 8 C 

1,000 250 275 475 

A 250 125 $ 50 

8 250 1S 100 5 

500 50 ~=100 350 

Fig. 4 


SOURCE: Benjamin Lipstein, ‘‘The Dynamics of Brand Loyalty 
and Brand Switching,’’ Proceedings: 5th Annual Confer- 
ence, Advertising Research Foundation, p. 102, 


purchased Brand A in the first period, the probability of his pur- 
chasing Brand A again in the second period is 0.5, the probability 
of his purchasirg Brand B in the second period is 0.3, and the 
probability of his purchasing Brand C in the second period is 0.2. 
Notice that the sum of the probabilities across any rowis 1. The 
reason for this is that all of the people who bought Brand A in the 
first period bought either Brand A or B or C in the second period, 
and the same is true for Brand Band C, The major diagonal with 
numbers 0.5 and 0.4 and 0.7, respectively, represents ‘‘brand 
loyalty.’’ Clearly, Brand C had the highest brand loyalty, thus de- 
fined, and Brand B the lowest. 

From a matrix such as this, if we can assume that the transi- 
tion probabilities are constant, or reasonably so, (and this too can 
be tested) then we have reduced much of the uncertainty surround- 
ing certain marketing decisions. We know, for example, whether 
the most potentially fruitful route for sales increase lies in trying 
to hold our present customers or in trying to capture the custom- 
ers of our competitors. We know also which brands tend to attract 
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PROBABILITY MATRIX 


PERIOD 1} PERIOD 2 
BRAND BRAND 
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Fig. 5 


SOURCE: Benjamin Lipstein, ‘‘The Dynamics of Brand Loyalty 
and Brand Switching,’’ Proceedings: 5th Annual Confer- 
ence, Advertising Research Foundation, p. 103. 


our customers, and from which brands we tend to attract our new 
customers, This knowledge, coupled with knowledge about the 
characteristics of these brands, tells us who our real competitors 
are. 

Also, from this matrix, it is very easy to compute the average 
length of time during which a customer remains loyal to a particu- 
lar brand, It is also possible to estimate the ultimate market 
Shares of the various brands if the transition probabilities do not 
change. If we don’t like these transition probabilities, the matrix 
tells us which ones we should try to influence. The matrix, thus, 
not only helps us to make our marketing decisions, but it also 
provides a powerful measure of the effectiveness of our promo- 
tional programs, I think this is one of the most useful and power- 
ful marketing models that has thus far been developed. 

Of the many other kinds of models which have been used, I 
should like to single out two classes for brief discussion. The 
first of these is the programming or allocation model. Mathe- 
matical programming has been used in marketing for the allocation 
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of budgets among alternative promotional activities. For example, 
these may be allocations as between sales effort and advertising 
or aS among several alternative advertising media. The problems 
which can be solved by mathematical programming are quite 
varied. However, the linear programming model which isthe most 
common and the most successfully applied is still not a subject 
whose inclusion in marketing research courses I feel impelled to 
urge at this time. It is primarily a mathematical technique. It is 
well known to mathematicians, and perhaps the most that we should 
expect of our students in marketing research at this time is that 
they be aware of its existence. 

The second and last kind of model which I should like to men- 
tion is that which involves attempts at analytical description of 
systems by ,the construction of mathematical functions to repre- 
sent the phenomena. This, in some ways, is similar to the tradi- 
tional correlation analysis, but, in a most important sense, it is 
completely different. In the traditional correlation analysis, the 
variables, presumably one input and one output (in the simple cor- 
relation case) are analyzed by regression and correlation tech- 
niques which, traditionally, involve the fitting of a straight line or 
some other simple function to the data. Hopefully, the correlation 
coefficient will be high, indicating that the data points are reason- 
ably well described by the simple linear function. 

The analytical technique which I have in mind involves a much 
more imaginative use of the available mathematical devices. 
Here, not only is it recognized that linear models are generally 
inadequate, but an attempt is made to find other mathematical 
functions which logically represent the phenomena more closely, 

Suppose, for example, we are concerned with the effect of ad- 
vertising on sales. Presumably, the more we advertise, the more 
we will sell. However, this is limited; indeed, if by nothing else, 
by the size of the population and by its ultimate capacity to con- 
sume our product. This is a market saturation concept. One 
model which has been used says that the effectiveness of advertis- 
ing is a function of the reciprocal of the level of advertising. That 
says that the lower the advertising level, the more effective is 
each advertising dollar. If we are interested in the probability 
that a potential customer will select our brand, the model says 
that the effect of advertising in changing this probability is some 
constant, divided by the level of advertising. 

Of course, the probability that a potential customer will select 
our brand is our market share. Thus, this model, after certain 
minor mathematical operations, enables us to estimate our brand 
share for all levels of advertising, provided, of course, that the 
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assumptions underlying the model are realistic in the market to 
which it is being applied.! 

If we think of the total sales of the product increasing as ad- 
vertising increases, but nevertheless limited by the ability of the 
market to absorb the product, we may think of the effectiveness of 
advertising as decreasing as sales increase and approach the ceil- 
ing. Thus, the effect of advertising on sales is greater in terms of 
absolute sales increase when sales are low than when sales are 
high. This suggests a curve that looks like Figure 6. This curve 
has a shape which may be represented by an equation of the form: 


S=A+ Bil -e 


Now, you might say that this is nothing new, that economists 
have been drawing curves like this for years to represent dimin- 
ishing returns. What is new here is the idea of constructing a 
mathematical formulation for this phenomenon, This makes it 
possible to attempt to obtain empirical verification for the shape 
of the curve and to obtain empirical values for the parameters of 
the curve. 

Suppose that by experimentation we are able to construct 
curves such as this relating sales to advertising for each of, say, 
three competing media. Then, one is well on his way toward 
solving the problem of allocation of a fixed budget among these 
three media, because, of course, an optimum allocation of adver- 
tising to each of the three media should be such that the slope of 
the curve at the optimum points is the same for each of the three 
curves, You will recognize that this kind of analysis may be done 
quite quickly by the use of calculus, since the condition that I have 
just described corresponds to the statement that the partial de- 
rivatives shall be the same for the three curves at the points of 
optimum allocation. 

Finally, let us consider what happens when we have a success- 
ful product on the market and when we stop our advertising. Will 
our sales be maintained? Most of us might think that, in a com- 
petitive market, sales would drop off gradually, perhaps following 
a curve such as shown in Figure 7. This curve too may be de- 
scribed by a formula. In this case the equation is: 


S= Soe ~kt 


1. This last comment deserves elaboration. The mathematical results de- 
rived from a model tell us the logical implications of what we have put into the 
model. If we put inadequate or incorrect assumptions into the model, the results 
cannot be expected to be correct. This is true for any model. 
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Here the important parameter is k, the sales decay constant—a 
new idea, an interesting hypothesis, which may be tested and 
measured empirically. Many people maintain that one of the 
greatest contributions of model building is the setting forth of 
such new hypotheses which might otherwise not have been con- 
ceived. 

A classical illustration of the use of this functional kind of 
model is a study done at the General Electric Company. The prob- 
lem in this case was to determine the number of salesmen re- 
quired in each of the next five yearsfor the General Electric Com- 
pany’s Lamp Division. An operations research team was formed 
consisting of a group of people from the Case Institute of Technol- 
ogy and from the General Electric Company. The purpose of the 
investigation was to ascertain the number of accounts to which a 
salesman should be assigned. The measure of effectiveness which 
was decided upon was the dollar volume of sales per year per cus- 
tomer. The team expected to find a curve describing the relation- 
ship between the dollar volume of sales per customer and the 
sales time spent with that customer. They anticipated that the 
curve would show that sales effort produced sales, but that the 
curve would be S-shaped, like a ‘‘learning curve,’’ and that the 
final leveling off of the curve would represent saturation of the ac- 
count with sales effort. That is, after some point, sales would not 
be expected to increase regardless of how much additional sales 
time was applied. The curve was expected to look like Figure 8. 

The actual results of their laborious data accumulation, how- 
ever, yielded something that looked like Figure 9 for the range of 
sales time which was actually expended by the Company’s sales- 
men, There was no S-shaped curve, 

Various statistical techniques and classification procedures 
were applied but to no avail. There was not even evidence that in- 
creased number of calls produced increased sales volume. The 


operations researchers were dismayed. What was wrong with’ 


their model? Was there no relationship? Indeed, their model did 
specify that after some point, there should be no relationship. 
Could it be that the customers were already saturated with sales 
calls? Further investigation showed it to be the case that accounts 
were being saturated with sales calls and that the variations that 
were obtained and that are shown in Figure 9 represented random 
fluctuations about the plateau, the final plateau of the first sales 
response curve. They checked this by ascertaining that when 
sales calls per customer were reduced, there were no changes in 
sales volume. As a consequence of this study, the number of 
sales calls and the number of salesmen per customer were re- 
duced with no adverse effect on sales, 
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Fig. 8 
SOURCE: C. Waid, D. F. Clark, and R. L. Ackoff, ‘‘Allocation of 
Sales Effort in the Lamp Division of the General Elec- 


tric Company,’’ Operations Research, December 1956, 
p. 632. 


In this case, the model told us how to interpret the data. With- 
out the model, the data were completely unintelligible. The re- 
search team was initially confounded to find that there seemed to 
be no relationship between sales effort and sales. The model 
made it possible for them to understand their data and to come up 
with conclusions which were extremely useful. Without the model, 
there would have been failure. 

We have now looked at a few of the models which have been 
used successfully in operations research, We have omitted many 
models and many techniques, but what we have seen is enough to 
point out to us something of what we might want to do to the tradi- 
tional marketing research course in order to take advantage of 
these new opportunities which are being opened via the field of 
operations research, 


The Role of Operations Research in 
the Market Research Course 


I believe that the current concept of the market research 
course is outmoded. Indeed, training in questionnaire construc- 
tion, interviewing, and population sampling is essential, but the 
important matter is that market research must be interpreted 
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NUMBER OF CALLS 


Fig. 9 


SOURCE: C. Waid, D. F. Clark, and R. L. Ackoff, ‘‘Allocation of 
Sales Effort in the Lamp Division of the General Elec- 
tric Company,’’ Operations Research, December 1956, 
p. 635. 


broadly to include all research activities that have to do with mar- 
keting problems. Therefore, it is appropriate to conclude that the 
application of operations research techniques to marketing prob- 
lems constitutes marketing research, and, further, that its con- 
cepts and some of the models which have been developed should be 
taught in the market research courses, 

What are the concepts and techniques of operations research 
that deserve a place in the marketing research course? The most 
important single concept which operations research can contribute 
to marketing research and particularly to the teaching of market- 
ing research is the concept of regarding and treating all problems 
as decision problems. This means that the market researcher 
and the student in market research must, in every research prob- 
lem, ask, ‘‘What is the decision to be made? What are the alter- 
natives available?’’ He must regard the marketing research proj- 
ect as an information-providing activity whose output is to be used 
to help a decision-maker choose a course of action, Every mar- 
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keting research problem is a decision problem. If itis not a de- 
cision problem, it is not a problem—marketing research or other- 
wise! 

Second, the marketing researcher and the student of marketing 
research should be oriented to trying to build a model, simple or 
otherwise, of what goes on in the black box which separates the 
inputs from the outputs. The days of indiscriminate collection of 
huge amounts of data are over. Model building makes it possible 
to collect data more efficiently and economically. Speculation and 
imaginative model building do not substitute for facts, but they do 
tell us which facts to seek, and they make for far greater effi- 
ciency in the utilization of such facts as are available. 

This means, in effect, that there is a new stage in the market- 
ing research procedure, This is the ‘‘model building stage.’’ This 
should come early in the procedure, so that it exerts its influence 
over the data collection steps. This stage involves structuring the 
system or the phenomenon, The inputs and the outputs must be 
identified. The output is the objective function or the efficiency 
measure, and the controllable inputs are those variables which 
are under the control of the decision maker, and about which de- 
cisions are to be made. The model, although a vast simplification 
of reality, should contain enough of the essential elements to 
serve the purpose of permitting predictions of outputs for various 
inputs, It is not always easy or even possible to build a satisfac- 
tory model. However, the very process of trying to build a model 
generally makes for a better understanding of the system. 

Students should be made to understand that no decisions are 
possible and no data are useful except in terms of a model of the 
system. Thus, if marketing research is to provide information 
for decision-making, the data must be relevant to some model of 
the system. The model need not be complex mathematically to 
serve a useful purpose. In fact, sophisticated substantive insights 
can lead to the construction of more elegant and useful models 
than can mathematical complexity. 

Finally, what techniques of methodology should be incorporated 
into the training of market researchers in order to improve their 
ability to take advantage of the contributions of operations re- 
search? It would be very simple to say that all market research- 
ers should be thoroughly trained in mathematics, mathematical 
statistics, behavioral sciences, and the philosophy of science, 
This would be unrealistic. What is there that we can do now, 
realistically, that can be of help to our students in marketing re- 
search? 

First, it is essential that all students have some familiarity 
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with probability theory. This means, in practical] terms, that in 
our courses in marketing research we must have students who 
have had training in statistics via a course which leans heavily on 
probability theory, statistical inference, and sampling. Or, if that 
is not possible, we must make every effort to include these ma- 
terials in the marketing research courses themselves. 

What of the models? Should the students be taught any specific 
models? The answer is clearly, yes. What is required is not so 
much the addition of a section on ‘‘model building’’ to the market 
research course, but rather the incorporation of the model-build- 
ing idea into as many of the problems and illustrations as possible 
which are used in teaching the marketing research course, 

Also, the students should be made aware of the existence of a 
large body of operations research specialists who can help them 
with their problems. The reorientation which I suggest will make 
them familiar with the kinds of work which operations researchers 
can do, and it will make them willing and able to work with such 
people when the application of these specialized skills seems ap- 
propriate. 

Thus, I suggest that the students be made familiar with the 
concepts of operations research, that they be familiarized with the 
kinds of help which operations researchers can provide, that they 
be taught to communicate with these specialists, and that they be 
made as familiar with specific models and techniques as their 
mathematical backgrounds will permit. 


| 
| 


Part Five 


TOWARD MATURITY IN 
MARKETING EDUCATION 


Advertising 


XUM 


| 
| 


29. CONTENT AND METHOD IN THE 
TEACHING OF ADVERTISING IN 


AMERICAN COLLEGES AND 
UNIVERSITIES 


William L. Doremus* 
Gerald F. Price 
Jean C. Halterman 
John E, Mertes 
Max Wales 


This report of the Committee on the Teaching of Advertis- 
ing includes discussion of content and teaching methods, 
the advertising teacher's background and training, and the 
advertising teacher's suggestions for improving the basic 
course. In addition to a summary of its findings, the Com- 
mittee suggests that recent criticisms of the advertising 
course are basically incorrect and that the existing and 
potential value of the course in advertising not only to 
business school students but quite possibly to all college 
men and women makes it a vital part of the business school 
curriculum. 


A survey was conducted in early 1960 among collegiate-level ad- 
vertising teachers who were members of the American Mar- 
keting Association. From these respondents information was 
solicited in the categories as shown on the following page. 


*William L. Doremus, Associate Professor of Marketing, New York Univer- 
sity and Chairman of the American Marketing Association’s Sub-committee on the 
Teaching of Advertising. 

Members of the Sub-committee who participated in the preparation of this re- 
port were: 

Gerald F, Price, Vice Chairman, Associate Professor and Chairman of Dis- 
tribution Management Department, Boston College 

Jean C, Halterman, Associate Professor of Marketing, University of Indiana 

John E. Mertes, Professor of Marketing, University of Oklahoma 

Max Wales, Associate Professor, University of Oregon 

Readers who are interested in studying the entire report, including its tables 
and statistical appendix, should contact the Chairman of the Sub-committee on the 
Teaching of Advertising. 
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A. In the area of content and method: 
1. What is taught. 
2. How it is taught. 
B. With respect to those who teach advertising: 
1. Background and training. 
2. Current ancillary activities. 
C. Concerning subjective attitudes: 
An open-end opinion question offering an opportunity 
to state how the teaching of advertising may be im- 
proved, 


The one hundred and seventy-five members of the American 
Marketing Association who indicated that they teach advertising as 
shown in the 1960 national roster were mailed a twenty-nine ques- 
tion questionnaire. One hundred and five responded, a sixty per 
cent return, 

This study differs from the Allen survey, conducted at approxi- 
mately the same time, since that effort was confined to a survey 
of advertising courses and a census of advertising teachers.! Al- 
len made no effort, nor was there any intention, to interpret the 
data, or to engage in a study in depth. No prior study of content 
and method in the teaching of advertising has been undertaken. 


Teaching Philosophy 


The teaching of the entire range of business subjects at the 
college level has come under serious review during the last year 
and a half since the publication of the Ford and the Carnegie re- 
ports.” Conclusions reached by the present investigators suggest 
that advertising is not only a fit subject for study by collegiate 
business school students, but by liberal arts students as well. 
The position taken is that the social consequences of the practice 
of advertising are so universally pervasive in our modern life that 
a study of the subject by nearly all maturing college men and 
women is indicated, if not recommended. The logic of this posi- 
tion appears to travel along the following avenue: 


1. A’ study of the basic constituents which are part of the 
structure of modern society should be pursued as part of college 
training. 


1. Allen, Charles L. American Academy of Advertising Survey of Advertising 
Courses and Census of Advertising Teachers, 1960. 

2. Gordon, R. A. and Howell, J. E. Higher Education For Business. Ford 
Foundation, 1959. Pierson, F. C. The Education of American Businessmen. 
Carnegie Foundation, 1959. 
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2. Business is a basic constituent in the structure of modern 
society. 

3. In order for business to survive it must communicate with 
society. 

4. Advertising is the basic tool of communication between 
business and society. 

5. Therefore, advertising should be studied by college stu- 
dents. 


Attitudes Concerning the Net Goal 


There are two major attitudes concerning the net goal which 
should be pursued by a teacher of advertising. Some teachers feel 
that advertising should be taught in such a way that the student 
learns about how to accomplish advertising as a marketing tech- 
nique. Others feel that it should be taught so that the student 
learns about its importance as a primary contributor in the man- 
agement of business enterprise. The former approach is essen- 
tially technical, the latter predominantly philosophical. Prepon- 
derance of opinion favored the philosophical approach. There is 
always a feeling of quiet respect toward the teacher whose candor 
prompts him to remark, ‘‘I expect that when a student registers 
for a course in advertising he wants to learn about advertising 
and should therefore be taught advertising. That is what I do— 
teach him advertising.’’ Such a ‘‘nuts and bolts’’ approach can be 
appreciated. In some quarters it enjoys strong support, even 
among scholarly academicians. The line of reasoning is quite 
matter of fact. A surgeon or a dentist does not become one by 
studying the philosophy of surgery or of dentistry, or about its 
importance as a primary contributor to the health of man, A tech- 
nical study of advertising at several levels, for example, the 
psychology of advertising, or, the art of persuasion in advertising 
copy, among others, in the undergraduate curriculum is desirable 
—unless, as economists Gordon, Howell and Pierson appear to 
propose, we discontinue entirely the school of business as an un- 
dergraduate institution. 


Advertising and the Behavioral Sciences 


The present investigators find no reason to assume that the 
teaching of marketing subjects at the undergraduate level is in- 
consistent with the goals of first-rate collegiate education de- 
signed to develop the whole man. In this connection it is interest- 
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ing to note that Lazer and Kelley® found more significant contri- 
bution being made by five behavioral sciences to the communica- 
tions mix category, of which advertising is a part, than to other 
marketing management categories. It would seem that if five 
basic behavioral sciences—psychology, sociology, social psychol- 
ogy, anthropology and political science are material contributors 
to the solution of advertising problems, a study of the subject be- 
ing served, advertising, has a place in the collegiate curriculum. 
It is fatuous to argue that the study of the behavioral sciences 
alone will make an advertising man. ‘‘In the last analysis, it is 
likely to be the marketing men rather than pure behavioral scien- 
tists who will contribute most to the solution of difficult marketing 
problems and the development of marketing thought. In the future, 
as in the past, the major advances in marketing knowledge proba- 
bly will come from people who have a marketing background and 
who possess an intense professional interest in advancing science 
in marketing.’’* 


Teachers and the Matter of Ethics in Advertising 


Another evidence indicating that advertising teachers maintain 
a professional interest in other branches of social science is 
manifest in their concern for the matter of the extent to which 
moral values are made part of the curriculum in advertising. 

In recent months, the sensational TV scandals and the publicity 
given to other ethically questionable practices in advertising and 
associated marketing areas have placed advertising on the defen- 
sive. The marketing function is characterized as something of an 
economic culprit by such men as historian Schlesinger, economist 
Galbraith, and writer Packard. The advertising teacher welcomes 
the opportunity to point out to his students the fallacies and weak- 
nesses in these carping criticisms of our marketing complex. The 
teacher of advertising welcomes this current barrage of criticism 
as a catalyst behind which he can transform discontent into con- 
structive progress in the future. 


3. William Lazer and Eugene J. Kelley. ‘‘Interdisciplinary Horizons in Mar- 
keting.’’ Journal of Marketing. Oct., 1960, p. 24. 
4. Ibid., Lazer and Kelley, p. 30. 
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PART I 


CONTENT AND METHOD IN THE 
TEACHING OF ADVERTISING 


What subject matter is included in the basic course in adver- 
tising at American universities? How is it presented? Is the study 
of advertising designed primarily to train technicians? Is its 
major emphasis placed on description of current practices? These 
and similar questions frequently are posed as the role of advertis- 
ing education is evaluated and reappraised. This section presents 
a summary of the replies of 105 advertising teachers who respond- 
ed to the survey, in order to provide further insights into the pur- 
pose and direction of advertising study and to help isolate those 
problem areas that may exist in the teaching of advertising. 


Course Content 


Perhaps no two basic advertising courses are identical in con- 
tent. This variation is a healthy expression of different needs, 
different points of view, different objectives. Yet underlying the 
varieties of emphasis as found from one teacher to another isa 
degree of consistency in basic philosophy that is reflected in sub- 
ject matter taught, maturity of the student, readings required, and 
to some extent in the teaching methods employed. 

Typically, the basic course in advertising consists of a three- 
hour a week offering with primary emphasis on theory rather than 
practice. Among those respondents teaching an introductory 
course in advertising, the number of credit-hours offered per uni- 
offered averages 3.5 hours. 


Theory vs. Practice. For many years, teachers and practi- 
tioners have disagreed concerning the purpose of a beginning ad- 
vertising course. Should the study concentrate on advertising 
practice? Should the student be taught technique? To what extent 
should technique, management, and theory be blended? A variety 
of points-of-view continue to exist. In reply to a question on the 
ratio of theory to practice as presented in introductory courses, 
teachers reported answers ranging from 100 per cent theory at 
one end, to 90 per cent practice and 10 per cent theory at the 
other. The mode division between theory and practice as pre- 
sented in the advertising course lies at about 60 to 70 per cent 
theory and about 30 per cent practice. The widely divergent em- 
phasis on theory vs. practice may, in part, reflect different stu- 
dent needs from one school to another and may also reflect the 
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effect of advanced advertising course offerings available only in 
some of the schools included in the survey. 

This survey does not probe into the purposes of the introduc- 
tory course nor does it relate the introductory course to other ad- 
vertising offerings in the same school; perhaps additional study in 
these areas might prove fruitful and enlightening. In any case, on 
the basis of this survey, one cannot clearly attribute the wide dif- 
ferences in emphasis between theory and practice in the beginning 
advertising course solely to a widely differing group of opinions 
among teachers of advertising as to the appropriateness of prac- 
tice in the beginning course. 


Subject Matter. The subject areas for which time is allotted 
in the introductory advertising course tend also to suggest that 
emphasis is placed on broad problems rather than on specific 
techniques. About half of the total time in the introductory course 
is devoted to the topics of media, research, copy, economics, and 
campaigns, with greatest emphasis being placed on media and re- 
search; about one-third of the course is devoted to the facets of 
layout, ethics, typography and production, agency operations, iden- 
tification, and some history. The remaining portion of the course 
is devoted to other areas. 

Without question, the study of advertising may differ appreci- 
ably from one institution to another, yet the results of this survey 
of advertising teaching in American universities reveal a reason- 
ably high degree of consistency in subject matter emphasis from 
one teacher to another. In general, teachers display a need to 
spend some time on agency operation, ethics, and production. 
They agree also, in general, that substantial blocks of time be 
devoted to media, research, and campaigns, though the exact 
amount of time in these areas may vary widely from one school to 
another. Further, teachers in general tend to argue that only 
minor segments of class time need be devoted to history. 


The Student. In most universities, the student in the intro- 
ductory advertising course is an upperclassman who has already 
studied basic marketing, economics, or both. Of those teachers 
answering the question, ‘‘Do you require a prerequisite course 
for admission to the survey course in marketing?’’ 66 per cent re- 
ported that such a prerequisite exists. Basic Marketing is the 
required course in 88 per cent of the schools. In at least some 
instances, Principles of Economics is a prerequisite to the Basic 
Marketing course, and about seven per cent of the teachers of ad- 
vertising report that Principles of Economics of itself is a re- 
quirement before the advertising course. Other answers to the 
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question indicate that at least an advanced standing in journalism 
or business is required for admission to the advertising course. 

Perhaps this placement of advertising study at an advanced 
level ties closely in with the subject matter emphasis discussed 
earlier. To devote a part of the course in advertising to meaning- 
ful discussions of economic and social relationships requires that 
the student should have acquired some broad understanding of 
economics and the business environment. That marketing is a 
prerequisite among a substantial number of schools also may in- 
dicate that advertising today is presented as an integrated part of 
the process of marketing management rather than as a study em- 
phasizing technique of particular value only to the specializing 
practitioner. 


The Text and Supplementary Material. While the teacher, 
rather than the text, usually provides the emphasis and philosophy 
permeating any course, certainly the text selected as required 
may well reflect the course philosophy. Ninety-six teachers cited 
17 different texts. Among this group of teachers, 46 reported 
using Sandage & Fryburger, Advertising: Theory and Practice, 
10 require Kleppner, Advertising Procedure; 8 selected Borden 
and Marshall, Advertising Management Text and Cases; and six 
require Hepner, Modern Advertising. On the basis of text selec- 
tion, the survey thus re-emphasizes that the type of subject matter 
included in the introductory course in advertising is broad rather 
than narrow gauged, and tends toward emphasis on management 
rather than upon technique. The significant use of case or prob- 
lems texts further suggests an increasing emphasis on the inge- 
gration of advertising with other phases of marketing management. 

About one-third of the teachers of advertising indicated that a 
second text or supplementary publication is required in addition to 
the basic text. In this area a wide variety of choices is evident, 
with only three texts being mentioned more than once: Martin 
Mayer’s pocket book, Madison Avenue, U.S.A.; Kleppner’s Adver- 
tising Procedure; and Sandage and Fryburger, The Role of Adver- 
tising. At least six instructors require subscriptions to various 
publications as a part of the introductory course. 

Most of the teachers of introductory courses in advertising re- 
quire ‘‘outside’’ reading beyond the regular chapter assignments 
in the required text; of the teachers replying, 80 per cent indicated 
that some type of ‘‘outside’’ reading is a required part of the basic 
advertising course. 
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Teaching Methods 


Of particular interest to the teacher of advertising is the 
methodology of the course itself. In this area the practices fol- 
lowed by the teachers included in the survey vary widely, perhaps 
indicating a wide range of personal preferences and a widely di- 
vergent group of classroom circumstances from one university to 
another. Any attempt at presenting a composite picture of peda- 
gogical techniques would most surely be an oversimplification of 
teaching as it exists today. 


Type of Class. Among the many methods used for the teach- 
ing of advertising, a combination of lecture, discussion with some 
emphasis on cases apparently prevails. In general terms, of the 
105 teachers of advertising responding to the survey, 94 per cent 
use the lecture method for 10 per cent or more of total class time; 
54 per cent devote at least 10 per cent of class time to cases; 53 
per cent devote time to class projects; 21 per cent allot 10 per 
cent or more of total class time to laboratory work; and 35 per 
cent of the teachers of advertising employ other methods at least 
during a part of the course. These statistics do not reflect the 
wide variations in the extent to which these methods are applied. 
For example, more than half the teachers surveyed use the case 
method for part of the course; the extent of its use among these 
teachers, however, varies widely. 

Use of the lecture method was reported by 93.5 per cent of all 
teachers responding, yet the extent to which this method is applied 
to the beginning advertising course ranges from less than 10 per 
cent of total class time to 100 per cent. Likewise, of the 21 per 
cent of teachers who report the use of laboratory methods, the 
application of laboratory work ranges from 10 per cent to 50 per 
cent of total class time. 

Apparently there exists no most popular method for presenting 
the subject matter of introductory courses in advertising. Method 
is in part a function of class size, physical facilities, course ob- 
jectives, content and personnel. Presumably, the advertising 
teacher is able to exercise a reasonably wide degree of flexibility 
to adjust method to best suit his individual need. 


Use of Guest Speakers. The teaching of advertising may lend 
itself well to the use of guest speakers, and 64.8 per cent of the 
teachers queried use guest speakers at some time during the 
course. Even among those teachers not using guest speakers, 
there is an opinion that such speakers do aid in the classroom. 
About 54 per cent of the speakers are local advertising agency 
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men, and the remainder are equally divided between local non-ad- 
vertising business men and out-of-town speakers. Some speakers, 
of course, serve more effectively than others and a kind of ranking 
of effectiveness has been expressed by teachers for local agency 
men, agency personnel, advertising managers, and media men, in 
that order. 


Cooperation from Business Groups. National, state, and local 
business groups offer strong cooperation with teachers of adver- 
tising. A number of instructors rely heavily on Ad Clubs, Art 
Clubs, Alpha Delta Sigma Alumni Chapters, Sales Executive Clubs, 
American Marketing Association Chapters, Better Business Bu- 
reaus, and similar organizations at the national, local, or state 
level. 


Out-of-Class Assignments. Students in the introductory ad- 
vertising course are provided with ample opportunity for study in 
depth and for individual work beyond the regular assigned read- 
ings. Besides some type of ‘‘outside’’ reading in addition to regu- 
lar text assignments, about one-third also require a secondary 
text or publication in addition to a basic text. Further, 47 per 
cent of the teachers of advertising require a term paper as a part 
of the course, and problems of various kinds are assigned by 50 
per cent of the teachers. In addition, about one-third of the re- 
porting teachers of advertising regularly assign work other than 
term reports, problems, and readings. Included in this area are 
case studies, notebooks and scrapbooks, projects to illustrate 
problems of copy and layout, class research projects, exhibits, 
preparation of a campaign, and others. 


Testing. Examinations presumably are a necessary part of 
the introductory advertising course. A final examination of some 
type is employed in all the introductory courses offered by the 
respondents in the survey. Of the teachers responding, 81 per 
cent reported also the use of one or more mid-term examinations. 
Weekly quizzes were reported by 20 per cent of the group, and an 
additional 11 per cent employ daily quizzes. These quizzes and 
examinations cover class and text materials, and in about 2 out of 
3 cases also cover ‘‘outside’’ readings beyond the regular chapters 
assigned in the text. 

The pattern of preferences for various methods of testing also 
shows no striking difference from methods of similar courses in 
other fields. In general, most instructors employ essay examina- 
tions during at least a part of the course, and a substantial number 
of teachers also use the objective testing techniques. Some in- 
structors test through use of problems, cases, or with an analysis 
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of advertisements; about five per cent report use of ‘‘open book’’ 
examinations; and three teachers reported incidental use also of 
oral examinations. No clearly consistent testing pattern prevails, 
indicating that testing remains—in this area as in others—a matter 
of great flexibility to suit individual circumstances and prefer- 
ences. 

The work of evaluating student examinations rests primarily 
with the teacher rather than his assistant, according to this sur- 
vey, and on this point a strong degree of consistency is present 
from one institution to another. 


PART II 


ADVERTISING TEACHER’S 
BACKGROUND AND 
TRAINING 


Because advertising is a cross-disciplinary study, a usual part 
of a marketing curriculum, and a usual part of a journalism cur- 
riculum, there is some diversity in the background of advertising 
educators. Other factors that add to this diversity of background 
are the small number of doctoral programs leading to a degree in 
advertising, the strong possibility that the business itself may 
still be the principal source of information, and advertising per- 
sonnel are found in business performing both as a part of market- 
ing organization and as a part of the business side of mass media. 

There is no intention in this report toimply that the ideal back- 
ground has been indicated by the questions asked of the respond- 
ents. There seems to be little agreement in working advertising 
circles in respect to what students of advertising should be taught. 
Even in education there may be some lack of agreement among 
schools of business and schools of journalism concerning the ideal 
advertising curriculum. Until the ideal curriculum is described, 
the ideal background for the teacher is not likely to be described 
with any authority. 


Employment Background 


The respondents of the present study showed a preponderance 
of employment background in marketing, with the largest group 
having less than five years’ experience, The next largest group 
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reported one to five years’ experience in advertising. The third 
category, journalism, was in all probability interpreted by the 
respondents to mean editorial work rather than media advertising 
work. 


Formal Education 


Formal educational background indicates that the master’s de- 
gree is regarded by many professors and many institutions as a 
terminal degree for advertising educators. Almost as large a 
group, 45.7 per cent, had doctors’ degrees—the majority of which 
(twenty-six), were in marketing. Economics was next with nine 
and psychology third with five. There were only six masters’ de- 
grees and three doctors’ degrees in advertising. It is interesting 
to note that of the respondents participating in tnis survey there 
were only two degrees in journalism, one master’s degree and one 
doctor’s degree. 


The Model Teacher 


The age distribution was on a fairly regular curve. We might 
note here than while there was a heavy preponderance of business 
experience under the one-to-five-years category, the same pattern 
is not borne out on the basis of age distribution. Therefore, the 
man with from one to five years’ experience in business may not 
necessarily be the younger men. Many experienced teachers have 
been assigned duties in advertising courses only after having 
taught for some time in other areas. Most advertising educators 
have been teaching the subject less than fifteen years and the 
model group is in the one-to-five-years bracket. On the basis of 
this survey, we can construct a model advertising educator which 
may have little relation to reality. Our model man would be be- 
tween 36 and 40 years of age, he has a doctor’s degree in market- 
ing and one to five years’ business experience in marketing, he 
has been teaching from eleven to fifteen years and teaching ad- 
vertising from one to five years. This model man is not engaged 
in a business, but 40 per cent of his colleagues are. He teaches 
primarily courses in advertising problems, advertising copy, 
advertising campaigns, and advertising research. He feels most 
at home in the area of advertising research. 
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PART III 


THE ADVERTISING TEACHER 
SPEAKS HIS MIND 


Respondents were asked to answer this question: Please make 
a statement concerning your opinion as to how the advertising 
teachers in American universities may proceed to improve their 
offerings in order to turn out a better advertising-oriented student. 

The remarks of the respondents ranged in length from a brief 
statement to as much as two pages of commentary. Although the 
answers were diverse, they fell somewhat loosely into certain 
areas: the course or courses taught, instructional procedures, 
teacher-student relationship, and cooperation between the univer- 
sity and the advertising industry. 


The Advertising Course 


Advertising instructors who are members of the American 
Marketing Association primarily feel that improvement in adver- 
tising instruction can be attained by developing an overall thematic 
approach to orient the student in an advertising course and by 
fostering the attitude that advertising is an academic discipline. 
Subordinate to these two overriding concepts are the specific sug- 
gestions that the esoteric aspects of instruction and the minutiae 
of mechanical production be reduced and that the other ‘‘how-to’’ 
details of the classroom presentation be de-emphasized. 


The Theme of Advertising Instruction 


Surprisingly, there was no consensus as to the objective of 
courses in advertising; however, there was a clustering of re- 
marks around advertising as an aspect of management and its 
strategic relationship to the other demand creation tools in the 
marketing mix. Those whose comments were in this light were 
the most voluble of all the respondents. On the whole, the narrow, 
specialized approach was eschewed. 

The respondents who believe that advertising’s role as a man- 
agement tool is paramount, stated that advertising should be taught 
from the viewpoint of the management of a business enterprise. 
Under this approach, the student would study advertising asa 
broad decision-making function of marketing. The basic areas of 
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instruction might take on patterns that are characterized by the 
following titles: 


Advertising and the Marketing Mix Concept 

The Organization for Advertising 

The Advertising Budget 

The Advertising Plan 

The Execution and Control of the Advertising Plan 
The Creation of the Advertising Campaign 

The Analysis of Media 

Determining the Effectiveness of Advertising 


Executive Development 


This approach to advertising instruction has as its objective 
the development of advertising executives who have an understand- 
ing of advertising’s contribution to the success of the enterprise 
that uses it sophisticatedly, advertising’s relationship to the mar- 
keting mechanism of the business, experimentation with advertis- 
ing and advertising appropriations to determine decision-making 
principles, and the continuously changing environment of both 
business and advertising. 

That those who utilize this approach have a challenging task 
was indicated in the remarks of Dr. Charles K, Raymond, Techni- 
cal Director of the Advertising Research Foundation, when he 
addressed the 56th Annual Convention of the Advertising Federa- 
tion of America in June 1960: 


We view most aspects of our business system calmly 
and realistically. Why not advertising? 

I think it’s because in advertising we face a harsh 
reality that cannot be ignored, a situation so discouraging 
that we tend to take refuge in delusion. That is the grim 
sad fact that profitable advertising decision-making is a 
skill that is almost never learned. 

This is because we almost never know the conse- 
quences of our decisions. Not one advertiser in a hundred 
knows when he improves the allocation of his budget 
among media, copy appeals, target audiences of geo- 
graphical regions. 


Advertising as a Creative Marketing 
Communications Tool 

There are adherents to the concept that advertising is a per- 
suasive marketing or selling tool. Within this framework, instruc- 
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tion emphasizes the creation of advertising in terms of techniques 
—art, copy, layout, production, media and campaign planning. The 
respondents evincing this viewpoint, fewer in number than those 
recommending the management approach, were speaking in favor 
of the orthodox approach to advertising instruction. They conceive 
of successful advertising in terms of the brilliance of the cam- 
paign, whose creators are primarily and thoroughly schooled in 
writing or art techniques, psychology, and the principles of per- 
suasion, Although some of the instructors avoided research, 
others felt that copy research and motivation research were useful 
ancillary means for broadening the understanding of the copy- 
writer and the advertising practitioner. Currently, there is some 
acceptance of the idea that an overall communications theory would 
be meaningful for both the researcher and the practitioner. A 
background of information theory, symbolism, semantics and the 
behavioral sciences, including creativity as a process, would be 
useful if advertising is considered a communications tool. 


Advertising and Its Economic and Social Impact 


Advertising educators made frequent reference that course in- 
struction could be improved by discussing the economic, ethical, 
aesthetic, and social implications of advertising in our free en- 
terprise economy and democratic society. Although no one sug- 
gested that the course in advertising be confined within this 
frame of reference, a great number mentioned that some knowl- 
edge of these areas would help develop the student’s understanding 
of advertising. Actually, there has never been a definitive ex- 
planation of why advertising has flowered to a greater extent in 
the economic climate of our society than elsewhere. A discussion 
of the aesthetic, ethical, economic and social implications of ad- 
vertising is provocative and helpful to the student in developing 
meaningful insights regarding advertising. It is not inconceivable 
that, with the addition of the historical aspects of advertising, a 
course could be forthcoming that would serve allthe students with- 
in a university, regardless of school or major interest. 

According to the respondents, courses in advertising for the 
advertising-oriented student can generally be improved by em- 
phasizing the management or the marketing communications 
theme. Practice has its place, but should be used primarily as 
explanation rather than the end of advertising instruction. A 
sound knowledge of the economic, social, ethical and aesthetic 
implications of advertising may be of more lasting benefit in the 
long run to the student of advertising. 
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Improvement in the Climate for Instruction 


One of the problems touched upon was the raising of standards 
for both the instructor and the student of advertising. The re- 
spondents were concerned with the enhancement of their profes- 
sional standing as teachers. In this respect, some suggested that 
an exchange of information be effected; others felt that the teacher 
should be completely dedicated to advertising and research-ori- 
ented. With an end toward improving the quality of student at- 
tracted to advertising courses, some suggested—‘‘work the student 
harder’’ and ‘‘improve the texts.’’ Others felt that the courses in 
advertising were too often confined to one group of students, es- 
pecially in the business school. Statements were also made that 
‘fall students should have an understanding of advertising’’ and 
“the work should be coordinated with other colleges.”’ 

Advertising courses should enrich the educational quest rather 
than being ends unto themselves. Advertising men come to the 
field with diverse backgrounds, as recognized by the Committee of 
the Board on Agency Personnel of the American Association of 
Advertising Agencies: 


It may be significant. . .that many successful people 
in advertising were originally trained as engineers, or 
chemists or teachers, as artists, or for other profes- 
sions. There are few kinds of non-technical training 
offered by our schools and colleges that could not be used 
effectively in some kind of work in advertising and the 
advertising business. 


This statement suggests that advertising courses in the marketing 
departments of collegiate schools of business be available to all 
students. The student with a major interest in advertising should 
be permitted to explore offerings in other areas of the university, 
especially if he plans to enter the creative phase—just as students 
in other fields should be encouraged to take a course or two in 
advertising, if for no other reason than understanding. 


Techniques, Procedures, and Relationships 


The respondents mentioned many specific ways to improve the 
advertising course. The following list is a summation of the sug- 
gestions made by the respondents for improving the advertising 
course: 
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1. Offer a curriculum in advertising. 

2. Exchange information on teaching procedures, course con- 

tent, examinations, and teaching aids. 

Use visiting lecturers. 

Use campaign case histories extensively. 

Use cases for study and analysis. 

Carefully follow-up former students to find out their opinion 

as to how the course(s) could be improved. 

7. Seek the cooperation of business and the advertising indus- 
try. 

a. Become an active member in the various local advertis- 
ing clubs established as affiliates of the Advertising 
Federation of America and the Association of Industrial 
Advertisers. 

b. Cooperate with the regional association of the American 
Association of Advertising Agencies. 

c. Solicit the cooperation of the various media within the 
community. 

d. Arrange for student summer internships. 

e. Actively solicit financing for scholarship awards and 
other honors for advertising students. 

f. Solicit research grants to study the nature of advertis- 
ing, et cetera. 

g. Suggest to business and the advertising industry that 
seminars be developed to assist the advertising instruc- 
tor in keeping abreast with new developments in adver- 
tising. 

h. Seek the support of business to develop campaigns for 
classroom presentation. 

i. Seek support of all to make available to instructors 
studies such as the Association of National Advertisers’ 
recent study on Advertising Management. 


a 


PART IV 
CONCLUSION 


Composition of business school subjects, the manner in which 
they are being taught, and the staff by whom they are being taught, 
has been the object of much unfavorable criticism. No course, 
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however, has been criticized more frequently or more unfairly by 
both professional and academic people than the course in basic 
advertising. These remarks have recently increased in intensity 
to the point where administrators are challenging the worth of 
this subject-area. There appears to be a belief that basic adver- 
tising is below college standards and that the curriculum would 
be enhanced by its elimination. 

Much of this attitude is a direct result of the unfavorable eval- 
uation given to these courses by various studies that have dealt 
with the general subject of higher education in our business col- 
leges and universities. There has developed a general assumption 
that advertising is intrinsically an inferior course made up of 
memory work, superficial and descriptive; a course suitable for a 
technical school, but incapable of contributing anything of logical 
analytical perception or mental growth at the college level. 

One study completed in July, 1959, indicated that this unfavor- 
able view of advertising stems from a combination of damaging 
factors, among which are listed inadequate training of teachers in 
this field, inadequate background on the part of students, lack of 
communication with social sciences, the slow progress of research 
in developing significant bodies of generalizations, and the related 
factor of poor quality in many of the text books upon which this 
and other undergraduate business courses all too heavily rely. 

A starting point in evaluating a basic advertising course is 
provided in a questionnaire executed by people who teach adver- 
tising in our colleges and universities. Through the medium of 
the questionnaire college teachers of advertising have taken the 
opportunity to voice their opinions and observations and to provide 
answers to some of the questions raised by these critics. 

The teachers answering this questionnaire are aware that this 
area of study along with every other area of study in our colleges 
and universities often does contain too much descriptive and mem- 
ory material; they are aware that an insufficient amount of time 
is often allotted to establishing the proper relationships between 
advertising and the various other areas of business management 
and to the universal social and economic impact of advertising. 
There is further realization that this course is not always inte- 
grated from the departmental point of view or from the total 
school approach. Where such a condition exists, it may well have 
resulted from increasing the number of course offerings to en- 
hance the quantitative importance of a department; for, if course 
proliferation is not the product of careful and honest analysis, the 
relationship of the different offerings within this area may quite 
often be nebulous. 
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The present investigators do not find these negative conditions 
to prevail. Questionnaire data strongly suggest that only a small 
percentage of teachers replying allot an excessive amount of 
course time to descriptive hypothetical material. 

The conclusion that can be drawn is that a broad managerial 
‘approach is generally representative of course content and meth- 
od. The course approach is one based upon broad objectives that 
aid in the development of the whole student, both as a person and 
as an administrator, rather than merely developing a practitioner 
of technique; and one evolving a method of teaching that stresses 
analysis and decision-making rather than survey, memory, and 
description. 

Use of this approach ordinarily requires that the course as 
well as all other courses related to it be constantly under exami- 
nation. If we are to continue to increase the value of this dynamic 
area, we must eliminate material that duplicates other matter on 
the one hand and be prepared to add new and more pertinent ma- 
terial on the other. When this policy is followed, it is less likely 
that we will be guilty of making mistakes of commission and 
omission in this controversial area of course content in basic 
advertising. 

The students to whom advertising is being taught are mostly in 
the junior and senior classes. How does this fact relate to con- 
tent and method? At this stage of a student’s development, his 
background encompasses a variety of subject areas. He has taken 
courses in the behavioral sciences, liberal arts, and at least one 
course in each of the different areas of business management. 
This means he has followed a normal sequence of learning. Our 
respondents have recognized this fertile background and appear to 
have built both their content and method upon it; for content ap- 
pears to be more challenging and their method of teaching more 
mature. This results in a more sophisticated approach because 
the student is able to deal with broad social aspects of the subject. 

Certainly the viewpoint of those actually teaching basic adver- 
tising unquestionably has real value when weighing the charge that 
Marketing Departments, like other professional business depart- 
ments, have not always been judicious in determining the ramifi- 
cations and the objectives of courses taught. 

This study should dissolve some of the doubt surrounding the 
content and method of teaching basic advertising in American col- 
leges and universities, because it justifies once again the con- 
tinuation of basic advertising as a major part of the overall busi- 
ness management curriculum. 
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TOWARD MATURITY IN 
MARKETING EDUCATION 


D. Industrial Ma rketing 
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30. INDUSTRIAL MARKETING— 
A COURSE IN MANAGEMENT, 


RESEARCH, OR THEORY? 


Hector Lazo* 


The development of instruction in the specialty of indus- 
trial marketing should follow the same pattern as the de- 
velopment of approaches to the general subject of market- 
ing. In addition to more basic textbooks, we need texts in 
industrial advertising, industrial marketing research, and in 
industrial marketing management. If only one course is to 
be offered in industrial marketing, the subject should be 
approached as a management discipline. 


| confess to a degree of puzzlement as to why I should have been 
asked to participate in the discussion of this topic. Of course, 
we may be indulging in semantics, but I admit quite readily that I 
would be hard put to organize a course, on industrial marketing or 
anything else, built around theoretical concepts. If, however, we 
are talking about ideas, about policy alternatives open to us in the 
solution of specific management problems, then I think we can say 
that such discussion is not only essential but indispensable. 

But it seems to me that a broad discussion of the alternatives 
of ‘‘whether-or’’ in the organization of a course in industrial mar- 
keting cannot begin at the stratospheric level of policy decision 
until we have first clarified some goals. Our policy decisions 
come later. What are we trying to do with a course, or a series of 
courses, in industrial marketing? Are we separating the field in 
its entirety from consumer marketing? Are we creating a totally 
new discipline or is this a specialization in obstetrics in the gen- 
eral field of medicine? 

To begin with, it seems to me that industrial marketing is suf- 
ficiently different from consumer marketing that it merits recog- 
nition from us as a separate field of academic specialization. 
Obviously, we don’t need to go into these differences here. But, 
and again it may be a matter of semantics, are we really in a 


*Hector Lazo, Professor of Marketing, New York University. 
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position to discuss the teaching of theory in a specialty of a gen- 
eral field in which we have as yet not developed overall theory? 

I like Kenneth Galbraith’s approach to book writing—a 12- 
month retreat to the Swiss Alps, where we can indulge in monastic 
contemplation and write in blissful seclusion. But most of us are 
not so fortunate, nor can we boast membership in so affluent a 
society. Nonetheless, if we could in some magic manner isolate 
some of our creative thinkers in marketing, and I would appoint 
Wroe Alderson chairman of such a group of marketing scientists, 
and send them to Switzerland for a year with the sole assignment 
of producing a textbook on marketing theory, I think we would be in 
a position to talk intelligently of teaching a theory course in mar- 
keting—not consumer or industrial, but marketing. A course, if 
you will, in theoretical medicine. But when it comes to teaching 
obstetrics, it seems to me we have to depart from theory and get 
down to very practical specifics. 

But I find still another difficulty in deciding this question of 
‘‘whether-or.’’ I would like first of all to decide at what level of 
instruction, of marketing sophistication if you will, we are going to 
offer this course or these courses. I frankly cannot imagine a 
group of college freshmen absorbing either theory, or policy, or 
management, or research in a specialty until a very thorough 
groundwork has been laid in the overall discipline. I look at the 
struggle we have had in the evolution of the teaching of marketing 
as a field of study. We have had some excellent books written, 
some of them going back 30 years or more. These were the prin- 
ciples of marketing. Are we prepared to say that Henry Holtzclaw, 
Paul Converse, H. H. Maynard, R. S. Vaile, J. F. Pyle, Percy 
White, to name only some of the pioneers, should have started 
writing and teaching management, or theory, or research? Aren’t 
we almost forced to admit that the work of the pioneers was to 
clear the ground, to literally push back the wilderness, to make a 
clearing? 

I recall, as many of you do, the earnest debates that once sur- 
rounded the different approaches to marketing—commodity, insti- 
tutional, functional. Then by a sort of intellectual osmosis, we 
came to accept generally that we would recognize the other ap- 
proaches, but concentrate on the functional. All we have to do to 
see this evolution is to compare Henry Holtzclaw’s or J, F. Pyle’s 
Principles of Marketing, circa 1931, with Converse, Huegy and 
Mitchell’s 1958 edition of Elements of Marketing. Or, for that 
matter, compare the 1958 edition of Converse, Huegy and Mitchell 
with the 1930 edition. Does anybody think that John Howard’s 
Marketing Management (1957) or Wroe Alderson’s Marketing 
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Behavior and Executive Action could have been possible in 1931 
or even in 1951? 

My point is, quite simply, that it was not until 1957 that one of 
our really creative thinkers in the field of marketing could put to- 
gether what he himself calls ‘‘A Functionalist Approach to Mar- 
keting Theory.’’ By Wroe Alderson’s own admission, this is an 
approach to marketing theory—overall marketing theory. 

It seems to me that the clue to our problem here lies in our 
experience in the teaching of marketing. After all, it was not until 
1960 that Jerome McCarthy produced the managerial approach to 
basic marketing. To me this means the coming of age of the mar- 
keting discipline. 

We are not so fortunate in the field of industrial marketing. To 
be sure, we have an excellent pioneer book in Alexander, Cross 
and Cunningham. We have Professor Clewett’s study on channels. 
But is there anyone bold enough to put together a text on the theory 
of the specialty of industrial marketing? 

The question we are discussing gains in stature, however, when 
we analyze the evolution of the teaching of marketing from Con- 
verse to McCarthy, and of marketing research from Percival 
White to Richard Crisp. It seems to me inevitable that the teach- 
ing of marketing in all its phases must take cognizance of the 
general criticism of business teaching with which we have become 
painfully familiar, especially in the past two to three years. Nor 
can we lightly shrug off this criticism, for we must all admit that 
much of it is well taken. I would remind you also that the most 
penetrating criticism comes from within our own ranks. 

I return, however, to my basic premise. How can we discuss 
how we should teach until we determine what our goals are in 
teaching industrial marketing at all? Are we seeking to aid the 
neophyte in making up his mind as to whether he wants to choose 
a career in industrial marketing rather than one in the consumer 
field? Are we seeking to sharpen the student’s comprehension of 
the complexity and ramifications of marketing after he has become 
thoroughly familiar with the basic principles of marketing? Are 
we aiming at the marketing sophisticate and merely making it 
possible for him to become a specialist? Can we, for example, 
discuss motivational research in industrial marketing until our 
student has a fundamental understanding of marketing research in 
general and the use of the techniques of the behaviorial sciences 
to improve our marketing research techniques ? 

Frankly, I don’t see how we can have a single, mastermind ap- 
proach to this question of how to teach a speciaity. The student 
needs basic overall orientation in the fundamentals of marketing— 
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basic knowledge of ‘‘what’’ and ‘‘how.’’ From this we can pro- 
gress to the basic specialty of industrial marketing. I think we 
need more basic textbooks, and I don’t in the least minimize 
Alexander, Cross and Cunningham. We need a basic text in indus- 
trial advertising, and I understand one such is about to come out. 
We need a basic text in industrial marketing research; and then, 
perhaps, a managerial approach to the field of industrial market- 
ing management. We will use them all in the breaking up of our 
general discipline into component units of one. 

So, we come back again to the first question: should we teach 
industrial marketing as a management course, as a research 
course, or as a theory course? I want to be recorded as advocat- 
ing the teaching of all three—theory, when we have it; research, 
certainly; the managerial approach as a wrap-up or terminal 
course. But if you force me to make a choice, and we offer only 
one course in industrial marketing, then I say to you unhesitating- 
ly that I believe in the decade of the 1960’s we can do no less than 
to approach the study and the teaching of industrial marketing as 
a management discipline. I believe the time has come when we 
must teach business courses, certainly in the graduate schools, 
from the managerial point of view. After all, as I see our role in 
the years ahead, it is to assist in the training of business mana-~ 
gers—managers equipped to make decisions, to choose alterna- 
tives, to set operating policies which will workin business. 
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31. EFFECTIVE APPLICATIONS 
OF RELATED DISCIPLINES 


E, Raymond Corey* 


Three problem areas in industrial marketing are selected to 
illustrate how contributions from mathematics and the be- 
havioral sciences may be included in teaching and re- 
search. Physical distribution, pricing, and marketing or- 
ganization are cited as areas where known techniques from 
related disciplines can be applied. To render these tech- 
niques useful may call for a broadening of our concept of 
industrial marketing, a "speaking acquaintance" with re- 
lated disciplines, an effort to develop new teaching ma- 
terials, and a close working relationship with researchers 
and teachers in other fields. 


T is the purpose of this paper simply to explore some of the im- 

plications for us as teachers of industrial marketing of drawing 
on other disciplines for support. If we accept the idea that such 
fields as mathematics, economics, sociology, psychology and polit- 
ical science provide resources which are potentially applicable in 
solving practical business problems, what does it mean for us in 
our teaching and research? What are the developmental tasks to 
which we set ourselves if we take as an objective ‘‘the effective 
application of related disciplines’’ to our field. 

In an effort to provide some useful answers to this question, I 
will comment briefly on three problem areas, among many, in in- 
dustrial marketing where it may be possible to gain some help 
from mathematics and the behavioral sciences, Then we might 
ask in each case what has to be done of a practical nature if we 
are to bring these disciplines to bear in problem solving and in 
teaching. 


*E. Raymond Corey, Associate Professor of Business Administration, Gradu- 
ate School of Business Administration, Harvard University. 
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Physical Distribution 


The first of the three to which I will refer is physical distri- 
bution, the distribution of goods from the factory through ware- 
house systems to purchasers. There are great opportunities in 
this area for reducing cost and for increasing sales volume. Lack- 
ing adequate controls and planning tools, manufacturers and 
wholesalers have tended to err on the side of making ample quan- 
tities of stock available at many locations. As we know, the costs 
of warehouses, stock maintenance and obsolete inventory are 
often unnecessarily high. 

Techniques are now available, however, for effective distribu- 
tion planning. Two articles appearing in recent issues of the 
Harvard Business Review, for example, describe the use of math- 
ematical simulation for this application. One article is John 
Magee’s ‘‘Logistics of Distribution’’;' the other is ‘‘Simulation— 
Tool for Better Distribution’’ by Shycon and Maffei.* Both arti- 
cles note the many variables in a distribution system: the speed 
and cost of various forms of transportation, the number and ca- 
pacities of manufacturing points and stocking points, the nature 
and flexibility of materials handling equipment, the length of pro- 
duction cycles, product specifications, product line composition, 
and the locations and purchasing patterns of customers, These 
variables are treated in a total system by mathematical program- 
ming and simulation techniques using high speed computers. 

In his conclusions, Magee makes some comments that are of 
particular interest. He indicates that improvements in a distri- 
bution system can involve not only the transportation and ware- 
housing elements but also the production schedule, product speci- 
fications, and the composition of the product line. He states that 
distribution is not solely a marketing function, or a production 
function, or a traffic function but is one aspect of all three. There 
may, then, be some difficulties in dealing adequately with distri- 
bution systems problems in a company organized along traditional 
functional lines. 

What are some of the implications for us of using simulation 
techniques for distribution systems analysis and for handling 
other kinds of problems in industrial marketing? First, it may 
require a rethinking of the way we delineate our field for educa- 


1. John Magee, ‘‘Logistics of Distribution,’’ Harvard Business Review, July- 
August, 1960. 

2. H. N. Shycon and R. Maffei, ‘‘Simulation—Tool for Better Distribution,”’ 
Harvard Business Review, November-December, 1960. 
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tional purposes. The ‘‘OR’’ approach does not seem to respect 
functional lines, That is, the use of systems analysis may find us 
dealing with aspects of production and finance as well as market- 
ing. It may be well, then, to keep an open mind. When the subject 
with which we are dealing involves dimensions that are not, strict- 
ly speaking, in the marketing area, a narrow definition of our field 
should not be the artificial barrier to effective problem solving. 

Another implication for many of us is that we will need to add 
to our knowledge of mathematics an understanding of certain topics 
such as linear programming, probability, and sampling. There 
has been a rapid increase in recent years in the number of stu- 
dents who have already had extensive work in basic mathematics, 
We may have an opportunity to build effectively on these back- 
ground qualifications. 


Pricing 


Let me turn now to consider a second problem area in our field 
in which mathematics and the behavioral sciences may find useful 
application. This is the area of pricing. Among other theories 
and concepts, certainly game theory and utility theory, as de- 
veloped recently by the economists and mathematicians, are rele- 
vant to pricing problems, For example, a game theory provides 
a useful conceptual basis for dealing with problems of competitive 
bidding. 

Utility theory would help us deal with those aspects of pricing 
decisions which are purely subjective. Any price move involves 
an element of risk and uncertainty. This element ought not be 
treated (as we often do) solely in termsof absolute dollar amounts, 
It should be appraised as well in terms of the ability and willing- 
ness of the decision-maker (or the firm) to sustain the risk as 
well as the ‘‘utility’’ to him of the possible rewards. 

Mathematicians have developed ways of quantifying this ele- 
ment. This approach is described in a most interesting and read- 
able way in a recently published doctoral thesis.? Grayson dem- 
onstrates that small operators and large operators will view quite 
differently the opportunity to invest money in a specific ‘‘wildcat’’ 
venture. He discusses ways of assigning values to these subjec- 
tive considerations in making choices among several drilling op- 
portunities. It is not difficult to see the relevancy of this approach 


3. C. Jackson Grayson, Decisions Under Uncertainty: Drilling Decisions by 
Oil and Gas Operators. (Boston: Harvard Business School, 1959), 


n 
d 
s 
e 
a 


320 MARKETING: A MATURING DISCIPLINE 


to pricing problems. Whether or not utility theory ever becomes 
a tool for making pricing decisions, it should indeed help in con- 
ceptualizing these problems for students and managers alike. 

If we reach out to embrace approaches such as this one in our 
work, we will need to comb, with imagination, the literature in 
the related disciplines of which we speak. We know our own needs 
and can sort out those concepts and approaches that are potentially 
useful to us. We cannot delegate this task. We cannot, as a prac- 
tical matter, ask the mathematicians, economists and behavioral 
Scientists to point out for us those things they think we would find 
useful. 


Marketing Organization 


A third problem area is marketing organization. In no aspect 
of industrial marketing is change more evident. Because of the 
growing size and complexity of business operations, organizational 
problems are becoming increasingly important. Because more 
and more of the work of marketing seems to involve coordinating 
with such functions as engineering, research and production, or- 
ganizational interrelationships are becoming more complex. 

A case study developed recently at my own school describes 
the working relationships between a prime contractor and a sub- 
contractor on a defense project. This case was written from the 
viewpoint of the subcontractor and focuses on the severe problems 
that arose in his relations with the prime contractor over a three 
year period. The study describes how the project passed through 
several hands in the subcontractor’s shop; first, it was handled in 
a research laboratory, then in a manufacturing operation, and then 
in a decentralized profit-centered department. Finally, it came to 
rest in a project organization set up specifically to work on this 
project and no other until it was completed. 

In preparing to teach this case for the first time, three mem- 
bers of our Faculty, including myself, conferred with a social 
psychologist and a sociologist, also members of our Faculty. We 
asked them, first, what ideas from their fields found expression 
in this case. That question launched us into an interesting explor- 
ation. We also inquired about what further data should have been 
included in this case study if we wanted to analyze the case by 
using, in part, concepts from sociology and psychology. Finally, 
the question was raised: what preliminary background should our 
students have to prepare them to handle case problems in such 
terms. 

In was indeed a productive discussion, but it demonstrated the 
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need for working on a continuing basis with these members of our 
Faculty if we were to make any significant breakthroughs in our 
teaching and research. It is also apparent that as we go down the 
road of interdisciplinary activity, those of us who use case ma- 
terial will be involved with problems of case design. What data 
need to be included to provide the basis for analysis? What back- 
ground notes need to be prepared? How can we break such cases 
into manageable pieces for classroom discussion? 

Furthermore, it is likely that we will be needed to assist in 
devising background courses for our students in relevant areas of 
the behavioral sciences. The question of relevancy is all impor- 
tant. It will hardly do to give our students mathematics, sociol- 
ogy, anthropology, et cetera, as these fields are now taught and 
let each sort out for himself what may be helpful to him as a stu- 
dent of business administration. Nor, on the other hand, can we 
continue to teach the traditional business subjects without design- 
ing these courses in a way that provides opportunities for students 
to apply what they have learned from mathematics and the be- 
havioral sciences, The task of curriculum and course develop- 
ment is quite great, and it is our task if we choose to move toward 
these new horizons, 


Implications to Teaching and Research 


By way of summary, an attempt on our part to make significant 
use of the findings, techniques, and approaches of other disciplines 
in our teaching and research has these implications: 

1. We may need to broaden our own conception of the field of 
industrial marketing to take account of the engineering, production, 
and financial dimensions of industrial marketing problem. It 
would be unrealistic not to do so, if we want to apply a ‘‘systems’’ 
type of analysis to certain problem areas, 

2. As educators, we will find it helpful to develop at least a 
‘‘speaking acquaintance’’ with the related disciplines and to follow 
new developments in these fields which are significant tous. I 
recognize, but have no answer for, the great problem of selection 
with which we are faced as we try to keep abreast of other fields 
as well as our own, 

3. We will be undertaking the development of some new and 
somewhat different teaching materials in our field. These will 
consist of case studies written to invite broader analysis and con- 
ceptual understanding, and of background readings and technical 
notes, 

4. We are likely to find ourselves working closely with re- 
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searchers and teachers in other disciplines on the joint develop- 
ment of courses in their areas for business administrators and 
on contributions to the literature that bridges our respective 
fields. We may find it useful, in addition, to work out the peda- 
gogical design of our respective courses so that the sequence of 
‘subject matter is coordinated. Business subjects and related 
disciplines may then build effectively on each other. 

The educational developments which we now contemplate hold 
great promise. While it is indeed true that we do not know the ex- 
tent of the contribution which other bodies of knowledge can make 
to the field of industrial marketing, we can ill afford to pass it by. 
Certainly we can expect the benefit of some new tools of analysis 
and some new investigative techniques. Probably the greatest 
contribution will come in the form of new conceptual understand- 
ing. Such understanding is an important foundation for profes- 
sionalism in business, 
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32. TRENDS IN MARKETING 
RESEARCH AFFECTING THE 
INDUSTRIAL MARKETING COURSE 


S. E, Heymann* 


Five significant trends in market research have developed 
or grown in importance in industrial marketing. These new 
or improved techniques are making it possible for industrial 
marketing managers to improve the allocation of their mar- 
keting efforts and to increase the efficiency of their oper- 
ations. 


HAT techniques have been developed or applied in industrial 

marketing recently which might call for new teaching materi- 
als or approaches to the subject? This is a rather large field to 
cover and the most I can hope to do is to give you a few personal 
opinions drawn from my own experience. I am going to try to 
describe briefly each of the following five trends which I think I 
see in industrial marketing research: 


1. The increasing differentiation between large and small cus- 
tomers and prospects and how they are handled. 

2. The increasing use of the Standard Industrial Classification 
system for classifying market data by industry. 

3. The supplementing of group statistics with more adequate 
and complete data on individually named and described industrial 
plants. 

4, The increasing use of direct mail questionnaires. 

5. The increasing use of more sophisticated mathematical and 
statistical methods such as multiple correlation analysis. 


Increasing Differentiation Between Large 
and Small Accounts 


First, then, is the increasing differentiation between large and 
small accounts and how they are handled. There is nothing new 
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about this trend; it has been going on for a long time. What may 
be new is that more and more companies are giving formal recog- 
nition to this fact by classifying their customers and prospects 
into categories according to actual or potential volume of pur- 
chases. Recommended minimum or average frequencies for sales 
calls are often established for the different size categories. The 
larger accounts may be assigned to the district manager or to 
special direct factory salesmen with proven capabilities. The 
smaller accounts may be used as a training ground for new sales- 
men or assigned to jobbers. As sales departments get larger, 
there is a tendency to abandon the straight geographical method of 
territory description and to set up sales territories, particularly 
in large metropolitan areas, by using lists of large customers and 
prospects assigned to special men for special development. 


Increasing Use of Standard Industrial Classification 
(S.I.C.) System 


The second trend is the increasing use of the Standard Indus- 
trail Classification system for classifying customers, prospects, 
and market data by industry. A decade or so ago, industrial com- 
panies tended to classify their customers, if at all, by whatever 
simple system of industry groupings seemed to fit their special 
needs. Since then, more and more companies have found advan- 
tages in turning to a classification system which is also used by 
the United States Government, by Dun & Bradstreet, by many state 
industrial directories, and by many other sources for classifica- 
tion of data on the industrial market. By utilizing a standard sys- 
tem such as this, it becomes possible to make comparisons be- 
tween company sales data and available market data from many 
sources. 

One of the most useful applications of data classified by indus- 
try is in determining the approximate potential of plants not now 
being sold. For this purpose we assume that the potential of a 
plant for purchasing a given product is dependent upon two factors: 


1. The size of the plant as measured by some generally avail- 
able size measure such as employment, and 

2. The nature of the plant’s operations as indicated by its 
Standard Industrial Classification. 


For each Standard Industrial Classification grouping, we try to 
obtain the relationship between plant size and purchases of the 
product in question by means of studying this relationship as it ap- 
plies to known well-developed customers whose total purchases 
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of the product can be established with accuracy. I have found it 
useful to prepare scattergrams using annual purchases as one 
coordinate and approximate employment in the plant as the other. 
For many industries it may then be possible to draw a line on each 
scattergram showing the best fit to the points and to use this line 
in estimating the potential for other plants in the same industry 
where the employment size is known but the purchases are not. 


More Use of Detailed Data on Individual Plants 


In order to use the above method you will notice that it is nec- 
essary to have some independent measure of size of one’s cus- 
tomers, such as their employment. For this and other reasons, 
the third trend that I have noticed in industrial marketing research 
is the need for supplementing group statistics with more adequate 
and complete data on individually named and described plants, 
During the past decade a wealth of information on American manu- 
facturing industry has been made available in a variety of state in- 
dustrial directories and other publications, perhaps the most re- 
cent of which is ‘‘The Sales Management Directory of Key Plants’’ 
listing manufacturing plants with 500 or more employees classi- 
fied according to the Standard Industrial Classification system 
and showing approximate employment for each plant. 

At Signode Steel Strapping Company we have found such in- 
formation to be so useful that we have prepared our own ‘‘Signode 
Industrial Directory’’ of approximately 100,000 American manu- 
facturing plants with twenty and more employees, classified by 
four-digit SIC industry code, and showing approximate employ- 
ment at each plant. We find that estimates of potential have far 
more meaning for sales management and for the salesmen in the 
field when they are backed up with lists of the plants which repre- 
sent the potential. 

We have found it useful to have this Signode Industrial Direc- 
tory in the form of a deck of IBM cards. We have estimated the 
total potential for our products within each four-digit SIC industry 
and have divided the industry potential by the approximate em- 
ployment of the industry to obtain a potential-per-employee ratio. 
We obtain a separate ratio of this kind for each four-digit SIC in- 
dustry. We sort our cards in industry order and then use our 
calculating punch to multiply the employment of each plant in an 
industry by the potential-per-employee ratio that is specific to 
that industry. Thus we obtain an approximate potential figure se- 
parately for each plant. 

In any individual case, for special reasons existing at the 
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individual location, the actual potential of the plant may vary con- 
siderably from the estimated figures so obtained. However, if we 
aggregate any substantial number of plants, such as into a sales 
territory, we find that these differences tend to disappear and the 
.aggregate total becomes a good estimate for the potential of the 
territory. This technique makes it possible for us to compute the 
potential of territories described by plant lists rather than county 
lists, and therefore facilitates the increasing specialization of our 
salesmen, 


Increasing Use of Direct Mail Questionnaires 


The fourth trend I want to mention is the increasing use of di- 
rect mail questionnaires. This is one trend in industrial market- 
ing research that I am quite sure exists, as each year I find my- 
self on the receiving end of more and more industrial marketing 
research surveys. In February of 1959, Dr. Albert Freiberg 
published a report, ‘‘A Comparative Study of Mail Questionnaire 
Techniques for Measuring Reading of Business Publications.’’ 
This study compared the results of unaided recall, partially aided 
recall, and aided recall questionnaires with results obtained by 
personal interviews. The report gained wide publicity and ap- 
peared to validate the results of carefully designed direct mail 
questionnaires used for measuring the reading of business publi- 
cations. I believe this report also contributed to the increasing 
popularity of the direct mail survey for other purposes as well. 
As the usefulness of direct mail surveys depends in large part on 
the careful design of the survey letter and of the sample to which 
the letter is mailed, this should be a productive area for study by 
the marketing student. 


Increasing Use of Mathematical and 
Statistical Methods 


The last trend that I will touch on is the increasing use of 
more sophisticated mathematical and statistical methods in in- 
dustrial marketing research. A principal objective of manage- 
ments is to develop a marketing strategy that will give promise of 
increasing company profits in the long run, For this purpose it 
would be extremely useful to develop an explicit statement show- 
ing how profits depend upon each of the many factors affecting 
them—such as the economic environment, the activity of one’s 
competitors, one’s own promotional efforts in advertising and 
personal selling, the effect of pricing policies, industry capacity 
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as it relates to demand, the tax structure, and the like. There 
have been, of course, a number of efforts to develop such an inte- 
grated approach to the planning of marketing strategy. One in 
particular which I should like to call to your attention is a report 
entitled, ‘‘An Analytical Approach to Advertising Expenditure 
Strategy’? prepared for the Association of National Advertisers 
by Robert S. Weinberg, manager of Market Research of Interna- 
tional Business Machines Corporation. This study gets around 
some of the complicated mathematics by developing simplified 
graphical approaches to show the inter-relationship of the various 
factors upon company profits. 

I think this trend toward the increasing use of mathematics in 
industrial marketing research is one of the most dramatic things 
that has happened. A decade ago a typical statistical chore in the 
marketing research division was the calculation of quota attain- 
ment percentages. Recently, the use of statistics has grown 
enormously and along with it has grown the need to know and util- 
ize proper methods in sampling, in experiment design, and in 
measures of significance. Today, multiple regression analysis is 
a useful tool of the market researcher. Some managements are 
installing elaborate computer and data processing centers in the 
expectation that these will be useful adjuncts to their marketing 
activity. This is putting increasing pressure on the marketing 
research people to develop in mathematical form the underlying 
relationships between the various factors, for without these under- 
lying mathematical relationships the computers will prove to be 
sterile tools. We must not get our hopes for these mathematical 
techniques too high, for I am sure we are doomed to many disap- 
pointments as we test our present concepts and find them wanting, 
but we do have a few glimpses of the future in the successes that 
have already been attained in a few instances. 


33. DISCUSSION 


Richard M., Hill:* 1 should like to underscore what Professor 
Lazo has said with regard to the teaching of industrial marketing 
as a management discipline. Indeed, it appears to me that the 
teaching of this subject from a broad, analytical management point 
of view is the only long-term, practical approach. In taking this 
position, I want to emphasize that I do not disagree with those who 
believe the development of a theory of industrial marketing is long 
overdue or with those who believe that we need a basic and per- 
haps separate course treatment of industrial advertising and in- 
dustrial marketing research. However, the fact that there is at 
present no theory of marketing would seem to make a theoretical 
approach to industrial marketing a bit visionary. Moreoever, in 
view of the conditions and trends influencing the present day busi- 
ness school curriculum, I doubt that any of us are going to receive 
approval from our deans for a sequence of courses in industrial 
marketing or even be encouraged by them to propose such a se- 
quence. 

If Iam reading the signs of the times correctly (and I hope I am 
not) there is sure to be a contraction in the professional business 
curriculum and with it a reduction in the number of hours avail- 
able for specialized courses in marketing. There are several 
signs which seem to me to point in this direction. The sooner we 
recognize their implications and appraise our teaching approach 
in the light of them, the more likely we are to assure a place for 
industrial marketing in the future business school curriculum that 
is commensurate with its growing importance. 

One of the ‘‘signs of the times’’ to which I refer is the demand 
for ‘‘liberalization’’ of the business school curriculum, particu- 
larly at the undergraduate level. Indications of this tendency are 
the gradual displacement of functional area majors with general 
majors and increased emphasis on such generalized courses as 
Business Policy, Human Relations, and Organization. 

Another ‘‘sign is the increasing encroachment on the business 
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administration area by other schools and departments. Schools of 
agriculture as well as the psychology and sociology departments 
in liberal arts colleges appear to be giving much more than usual 
attention to subject matter traditionally covered by business 
schools. For example, just recently a program in so-called agri- 
business has been introduced in several Agricultural colleges. In 
addition to such traditional business curriculum areas as manage- 
ment and finance, such programs encompass almost every aspect 
of industrial marketing. 

A third such ‘‘sign’’ is the interest which some of the founda- 
tions have taken in professional education for business. Through 
the power to grant or withhold financial support, the directors of 
these foundations can exert considerable influence on the type of 
courses offered by an educational institution. The spokesmen for 
these foundations have made no secret of the dim view they take 
of specialized courses in marketing. 

Two of our speakers this afternoon have said that if they had 
to make a choice between a theoretical, a research, or a manage- 
ment approach to a course in industrial marketing, they would 
choose a management approach. It seems to me that this is pre- 
cisely what we have to do. Industrial marketing is not one of the 
more popular course offerings. Only five of the Big Ten universi- 
ties offer courses in industrial marketing and the number of state 
universities in other sections of the country offering the subject 
is less than fifty per cent of the total. If, in the face of the influ- 
ences and trends just cited, we are to win a wider acceptance of 
industrial marketing in the curricula of business schools in the 
future, it will be necessary to give our course offerings a broad 
management orientation. They must be highly analytical in meth- 
od and encompass the organization and administration of functions 
peculiar to the industrial marketer. This I submit, offers the 
most promising approach to the problem of preparing future busi- 
ness executives. It is also the most realistic approach to the in- 
ternal political challenges which confront professional education 
for business, particularly in marketing departments at the under- 
graduate level. 


William Lazer:* I find that Iam almost in complete agreement 
with the statements that Professor Lazo has made. I, too, do not 
see how the industrial marketing course can be broken down into 
the mutually exclusive categories of management, research, or 
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theory approaches. Certainly, a management perspective stresses 
problem solving and problem solving in industrial marketing is 
closely related to a research approach. In addition, if one accepts 
the premise that in industrial marketing good theory is good prac- 
- tice, then all three approaches are closely linked together. 

It is also my feeling that teachers of industrial marketing are 
not creating a new discipline as such. Rather, the area of indus- 
trial marketing is the result of specialization—the specialized 
study of a significant area of the marketing discipline. While this 
specialized field of study can be differentiated, it cannot be sepa- 
rated entirely from consumer marketing. There are some con- 
cepts, ideas, approaches, and data, common and useful to both. To 
view industrial marketing as a distinct and separate discipline at 
the present time, makes little sense to me. 

It is my feeling that students must acquire a basic orientation 
in the fundamentals of marketing before good progress can be 
made in teaching industrial marketing. Moreover, the emphasis 
on basic books for industrial marketing seems tobe an appropriate 
one at the present time. Such books could develop different ap- 
proaches to industrial marketing. I do not, however, perceive of 
as great a need for books in such specialized areas as industrial 
marketing research and industrial advertising. I believe that 
over-specialization may even be harmful. 

The orientation to industrial marketing which I would adopt 
would be the management orientation. A managerial approach ap- 
pears to be most meaningful in terms of marketing as a profes- 
sional field of endeavor. It is the most fruitful one for purposes 
of decision making and problem solving. 

Perhaps teachers of industrial marketing can gain perspective 
from the developments that have occurred in the evolution of the 
basic marketing course. Perhaps we shall be able to skip, or at 
least speed up one or two of these developmental stages. In so 
doing, we may be able to design better industrial marketing books. 

For example, the current trend in the principles of marketing 
courses seems to be a tendency toward the de-emphasis of de- 
scriptive material and information and the emphasis of the mana- 
gerial perspective. Recently, the utilization of aninterdisciplinary 
approach, with attention being given to behavioral science and 
quantitative methods contributions, has appeared. I believe that 
our industrial marketing courses, research efforts, and literature 
might benefit from applying these ideas. 

I am not too hopeful about the promise of the development of 
an over-all theory of industrial marketing. The subject matter is 
so diverse, the problems and parameters are so numerous, that a 
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general theory does not seem likely. I believe instead that there 
will be many theories advanced about specific aspects of indus- 
trial marketing. They need not, however, blend into a general 
theory. As industrial marketing theories progress, so will indus- 
trial marketing courses. 
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Part Five 


TOWARD MATURITY IN 
MARKETING EDUCATION 


E. Wholesaling 


YUM 


34. THE PLACE OF WHOLESALING IN 
THE BUSINESS ADMINISTRATION 


CURRICULUM 


Three panelists discuss the Industrial Marketing course. 
Professor Warshaw reviews the place of wholesaling and 
the theory of intermediary exchange in a generalized busi- 
ness curriculum. Professor McWhorter explains the respon- 
sibility of the business school to train competent graduates 
in wholesaling. Professor Ostberg outlines three basic con- 
cepts of modern wholesaling which should be included in 
any treatment of wholesaling in the marketing curriculum. 


Mo R. Warshaw:* At The University of Michigan, the study 
of wholesaling is an integral part of the various course of- 
ferings of the marketing department in the School of Business 
Administration. Initial student contact with wholesaling subject 
matter is made during the first half of a two-semester sequence 
in Marketing Principles and Policies. This course, required of 
all degree candidates, is oriented to the managerial approach to 
marketing problems and emphasizes those policy areas pertaining 
to product, channels, promotion, and price where management can 
exercise some degree of control over the adaptation of the firm to 
the market environment. 

In the area of channel policy considerable attention is paid to 
the structure of distribution and the wide variety of marketing in- 
stitutions which perform those functions vital to intermediate ex- 
change. Special emphasis is placed upon the service wholesaler 
and his adjustment since the close of World War II to dynamic 
changes in his competitive environment. Actual course work in- 
cludes coverage of selected periodical literature as well as case 
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analysis of current problems faced by wholesaler management, 
Most of the cases used have been collected by the Michigan mar- 
keting staff through the cooperation of local wholesalers. 

Although the above statement describes the extent of formal- 
.ized treatment of wholesaling in the first year course, the topic is 
not neglected from this point on. For example, in the portion of 
the second semester which deals with promotional policy, students 
consider the problems involved in gaining the cooperation of chan- 
nel intermediaries. Special attention is paid to the nature of the 
manufacturer-wholesaler relationship and how it affects the whole- 
saler’s willingness or ability to provide selective selling support. 
In the area of pricing, coverage of the promotional and legal as- 
pects of price administration includes full recognition of problems 
faced in the use of wholesale intermediaries and in the problems 
which these intermediaries incur in redistribution or sale to final 
user. Similarly, in the discussion of distribution cost analysis the 
techniques are often related to problems facing wholesaler man- 
agement. 

This treatment of wholesaling in the initial course is followed 
by similar treatment in advanced marketing courses. Thus, in 
Marketing Management, Advertising, Market Analysis, etc., the 
management of marketing functions rather than of particular in- 
stitutions is emphasized. Even in a newly developed seminar for 
doctoral candidates, students engage in critical evaluation of the- 
ories of intermediate exchange in an attempt to explain the eco- 
nomic role of wholesalers and to hypothesize, for example, as to 
the ability of independent wholesalers to adjust to rapidly changing 
market conditions, 

The approach described above reflects the philosophy upon 
which the Michigan curriculum has been built. It is, essentially, 
to provide a broad education for students seeking careers in busi- 
ness which although providing some description of institutional 
structure, places major emphasis upon the managerial approach 
and the means by which the firm can best be adapted to the en- 
vironment in which it operates. Within such a framework the 
marketing course offerings have attempted to provide a non- 
institutional atmosphere in which major attention is devoted to the 
managerial functions and the decision-making process. Thus, al- 
though ample opportunity exists for any interested student to 
pursue specialized investigation under faculty guidance in the area 
of wholesaling, no course in wholesaling is offered. 

It is my sincere belief that this approach will prove most 
beneficial to the businessmen of the future whether he be a user 
of wholesalers or a wholesale executive. 
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Paul McWhorter:* The subject of curriculum content is quite 
explosive in these days of Pierson, Gordon and Howell, Sputnik, 
state governing boards, interdepartmental, and interdisciplinary 
fratricide. In the abstract, and in ivy covered towers of academic 
isolation, it is possible to come to almost any conclusion that may 
be of momentary solace to those seeking the ideal grouping of 
courses for their curriculum. Those of us, however, who are 
Department Chairmen, and those of us who serve on placement 
committees or on industry-education joint committees in our re- 
spective areas, have to compromise with many competing inter- 
ests. What does the graduating senior need to satisfy industry? 
What are the academic limitations? What are the budget limita- 
tions? What is our projected growth in enrollment? It is the 
amalgam of all these things which dictates the boundaries in which 
a curriculum iu marketing must be established. 

In those schools which have the semester system, from 120 to 
128 hours of work are required for the B.S. or B,B.A in Business 
Administration. Approximately 50 per cent of this is expended in 
Liberal Arts and of the remaining hours a large amount of them 
must be expended in the broad core courses and in sufficient elec- 
tives to give our degrees some flexibility. The hours remaining 
to the major or professional field are, therefore, limited. In this 
professional field we must offer courses that will cover the entire 
marketing system in breadth and yet that are of sufficient depth in 
the area of his specific interest in marketing that he will have a 
professional interest and competence therein. If we do not use 
this approach we will not fulfill our objective of providing a pro- 
fessional school of business administration. If we do not fulfill 
this objective, perhaps we had better retrogress and become once 
again a mere department in the school of Liberal Arts. I reject 
the second alternative and direct all of my efforts toward the de- 
velopment of the professional school of business administration 
in the same sense that Law, Engineering, or the various fields of 
Medicine are professional schools producing graduates who in 
time become true professionals. As a lawyer and a business pro- 
fessor, I insist that both of my fields are professional and that I 
am equally proud of both. 

The structure of the marketing system, according to the limi- 
tations in this discussion, includes only Retailing and Wholesaling. 
Retailing is limited to sales to the ultimate consumer and whole- 
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saling is limited to all other marketing not made to the ultimate 
consumer. Wholesaling in this broad sense must be included in 
any marketing curriculum because it includes our world trade ac- 
tivities, our industrial marketing, and all of our channels of dis- 
tribution short of sales to ultimate consumers. Where in our cur- 
riculum are these going to be covered? These areas employ about 
60 per cent of my graduates. Are theyto go out calling themselves 
Marketing men with only the brief knowledge acquired through the 
course in Principles? Shall we make Sales Management, or our 
Problems Course, into Wholesaling courses? Any way it is sliced, 
it is still Wholesaling and must be taught. 

In order to have a marketing curriculum which meets the re- 
quirements of breadth, depth and flexibility, we have found it 
necessary to include Industrial Marketing and Foreign Trade in 
the course in Wholesaling. This gives us the entire marketing 
structure in the two courses, Retailing and Wholesaling. We do 
not diminish our coverage of the marketing functions in our 
courses in Advertising, Marketing Research and Sales Manage- 
ment; nor do we limit the problem solving, analytical techniques 
of our case method course, Problems in Marketing. If we were a 
very large department we could probably afford a separate course 
in Foreign Marketing and one in Industrial Marketing. Since these 
were my first loves in the teaching field, I should be inclined to 
institute these courses wherever budget, staff and enrollment 
would justify them. However, seven of the fourteen years of my 
teaching career have been spent as Marketing Department Chair- 
man in two different institutions and I have been faced with the 
requirements of an adequate staff to meet increasing enrollments 
on a limited budget. In order to meet these needs, the consolida- 
tion of Foreign Trade and Industrial Marketing with the Whole- 
saling course has been the solution. We have had to delete from 
the wholesaling course some of the material concerning the in- 
ternal operations of a wholesale house. We have had to rely on 
library assignments and lectures covering Industrial Marketing 
and Foreign Marketing. We have retained the coverage of distri- 
bution cost analysis and we have enlarged the governmental regu- 
lation of Marketing activities sections of the course. We are using 
the text Wholesaling by Beckman, Engle and Buzzell as basic text. 
Our course at present breaks down into nine weeks of work in 
General Wholesaling, three weeks in Industrial marketing, three 
weeks in Foreign Marketing, and two weeks on cost analysis and 
governmental regulations. We use a few cases for training in 
application and for examination purposes; but the course is taught 
primarily as a discussion course. 
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We feel that our approach to our curriculum problem gives our 
students the best we can offer in breadth, depth, and flexibility, 
whether they are the 40 per cent who go into retailing or the 60 
per cent who go into some area of wholesaling. We think we have 
also provided for the student who changes his mind and switches 
to an area with better job opportunities after graduation. We know 
that with a limited budget and staff we have been able to make good 
solid course offerings and to hold our classes to relatively small 
size in the face of increasing enrollments. For schools with these 
budgetary and staff problems, this appears to offer a good solution 
to the breadth of curriculum problem. 


Henry D. Ostberg:* Efficiency in wholesaling has made great 
progress in the United States during the past twenty years. It has 
made greater progress these past twenty years than during any 
comparable period since the advent of the independent wholesaler, 
early in the nineteenth century. The voluntary groups in the food 
industry are just one conspicuous example of the administrative 
and warehousing efficiency to be found in modern wholesaling. In 
the short span of twenty years, these voluntary groups have man- 
aged to cut the cost of distributing food products at wholesale into 
half, amidst rising salaries and inflationary pressures in the gen- 
eral economy. 

Those teaching the subject of wholesaling in colleges and uni- 
versities must reflect this new thinking and the modern concepts 
that have made this progress possible. At the risk of over-sim- 
plifying a complex development, it might be desirable to outline 
three concepts in the field of present-day wholesaling that have 
brought about much of this progress. 

The modern wholesaler realizes that he does not sell to a re- 
tailer, that he only sells through the retailer. The modern whole- 
saler sees the retailer not as a customer for his goods, but as an 
outlet for them. Today’s wholesaler is as much concerned, per- 
haps even more concerned, with helping the retailer to sell the 
goods he may have bought from the wholesaler than with selling to 
the retailer in the first place. 

Large-volume wholesaling is possible only when a wholesaler 
has secured and developed large-volume retailers. The whole- 
saler, if he wishes to be successful, must ‘‘think retail.’’ His job 
only starts when he has delivered the goods to the retailer; he 
must be concerned with moving those goods from the retail shelf, 


*Henry D, Ostberg, Associate Professor of Marketing, New York University 
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if he wishes to have repeat orders. The successful wholesaler 
must view wholesaling activities as only one stage in the activity 
in which he is really engaged: selling to consumers through re- 
tailers. Modern wholesaling is, therefore, based upon the premise 
of the inseparability of wholesaling and retailing. It is based on 
‘the idea that there cannot be a successful wholesaler without 
equally successful retailer-customers. This is the first of the 
three ‘‘concepts’’ of present-day wholesaling. 

Another important concept concerns the size of the average 
order. Wholesalers perform a useful economic function because 
their expenses and profits are often less than the economy they 
bring about by combining the small orders which would otherwise 
have to be delivered by direct-selling manufacturers. This prin- 
ciple is so well-known to students of wholesaling that it requires 
no elaboration here. What is worth noting, however, is the fact 
that many wholesalers could double their profits by increasing 
their average order size by as little as 20 per cent. This conclu- 
sion is based upon a study of over fifty wholesaling concerns in 
four different industries. An increasing number of wholesalers 
are becoming alert to this fact. Many examples could be cited of 
food wholesalers who have pruned their customer list from 1200 
accounts to 200, lowering their prices to those accounts willing to 
purchase in truck-load quantities, with the wholesaler actually 
increasing his sales and profits as a result of this action. Whole- 
salers complaining about declining gross margins are well ad- 
vised to look at various methods for increasing order size. Many 
of the expenses involved in filling and delivering an order are 
more or less the same, irrespective of the amount of the order. 
Billing and credit expenses, for example, do not go up significantly 
as the size of the order increases. In fact, the additional gross 
margin earned on an $18.00 order as compared to a $14.00 order 
is virtually all net profit, except for commissions which may be 
paid to salesmen. Those studying the field of marketing should be 
alerted to this fact, so that they can use the techniques of scien- 
tific management to bring about the favorable results which come 
from a program of boosting order size. 

There is a third concept, equally important, which is closely 
allied to the subject of average order size. This is the break-even 
point, with its manifold implications for wholesaling operations. 
A firm earning $20,000 net profit on a million dollars worth of 
sales may be told by its accountant that it is earning a two per 
cent profit, or two cents profits on every dollar of sales. The ex- 
perienced businessman, however, knows that this does not reflect 
the true state of facts. He knows that he would not show a profit 


WHOLESALING IN THE CURRICULUM 34] 


of $10,000, should his sales be reduced to $500,000. He knows 
that, almost certainly, he would have sustained a large loss if his 
sales had been cut into half. The modern wholesaler knows that 
he does not earn any profit at all until he reaches a certain sales 
volume. Again, on the basis of rather close association with at 
least fifty wholesalers over the course of several years, the con- 
clusion that profits are earned on the last 20 per cent of sales 
seems to be justified. The corollary of this statement is equally 
true. Many wholesalers, perhaps most, could double their net 
profit by increasing their sales volume by as little as 20 to 25 per 
cent assuming that they pay close attention to and keep close con- 
trol over their” fixed expenses. Why 20 per cent should be the 
‘magic number’’ in wholesaling has never been completely clear. 
Why it is that the profit earned on an order, and the profit earned 
from a business, can often be doubled by increasing the order 
size or sales volume by 20 per cent is not difficult to understand, 
however. Both an individual order and a business operation have 
fixed expenses. These expenses do not vary, significantly, with 
relatively small increases in order size or volume of business 
done. Once fixed expenses have been covered, therefore, the 
gross margin earned thereafter need only take care of the variable 
costs of that order or volume of business; the rest is net profit. 

These three concepts ... the wholesaler must take an intimate 
interest in the welfare of the retailers he serves, much additional 
profit can be obtained by increasing order size, and wholesale 
operations earn a profit on only the last 20 or 25 per cent of sales 

. are today understood by the successful wholesaler. They 
must, also, be understood by those of us who teach the concepts of 
wholesaling to the wholesalers of tomorrow. 
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35. OBJECTIVES OF 
PROFESSIONALIZATION IN 
INTERNATIONAL BUSINESS 


Wendell R. Smith* 


For international business to qualify as a profession, it must 
meet certain generally accepted criteria. These include 
formal education, experience, and adherence to a profes- 
sional code of ethics. The case for professionalization in 
international business is strong. Since it frequently re- 
quires considerable time to develop professionalized status 
for a field, it is desirable to begin now to move in that di- 
rection. 


Criteria of a Profession 


think it likely that each of us in this room would state the cri- 

teria to be met by any field of specialization seeking to achieve 
professional status somewhat differently. The current frenzy 
about professionalization is a case of everyone wanting to be in the 
act. Historically, to be sure, professional status has been pre- 
empted by the doctors, dentists, lawyers, clergy, and the members 
of the academic world. More recently, however, many of the rest 
of us have knocked at the door and presented our credentials, and 
have achieved recognition as at least semi-professional people. 
In the field of marketing it is probably true that the marketing re- 
search specialists have been most successful in this regard. Per- 
haps, then, it is worth a moment of our time to consider the 
characteristics that the occupations generally regarded to be pro- 
fessions have in common. May I suggest that there are three of 
these characteristics that appear to be of critical importance. 


1. First, all of the fields of specialization that have achieved 
professional status are fields requiring relatively long periods of 
relatively highly specialized formal education and training—nor- 
mally extending beyond the bachelor’s degree. 


*Wendell R. Smith, Staff Vice President, Radio Corporation of America. 
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2. Second, the formal educational requirements are generally 
supplemented by a rather clearly defined period of internship or 
similar experience as a condition precedent to the granting of full- 
blown professional accreditation. 

3. Finally, all of the established professional fields tend to 
have rather specifically spelled out codes of ethics to which the 
members of the profession subscribe; or give evidence in other 
ways of being vested with a degree of public interest. 


Many other characteristics could be enumerated, but let us 
consider how the field of international business checks out against 
the three I have suggested. 


International Business us a Profession 


First, it seems quite clear that anyone destined to make his 
mark as a specialist in foreign trade or foreign marketing must 
build, on the foundation of a substantial and thorough education in 
the social sciences and in general marketing, a full and penetrating 
understanding of international economics and the mechanisms 
through which foreign commerce is carried out. Hence, there 
would appear to be little argument about the need for extensive 
formal education and training. 

Second, it is equally obvious that the theories and procedures 
with which the individual has become familiar in the educational 
process need to be sharpened and brought fully into focus as the 
result of experience and practice under the direction of others who 
have sailed the hazardous seas of international trade over time. 

Finally, our incoming President has made it abundantly clear 
that those who represent us abroad, both in government and in 
business, must be the best that we have to offer if we are to build 
for the American people and for American business the kind of 
image that is consistent with the achievement of our individual and 
group goals. 

To sum up, it appears that the case for professionalization is a 
strong one. Objectives to be achieved are solid and worthwhile. 
I think, then, we are all interested in hearing what the speakers to 
follow will have to say as to the feasibility of the proposition and 
the kind of implementation that would be required if it were to be- 
come a reality. Historically, the road to the achievement of pro- 
fessionalization has been a rough one. Many false starts will have 
been made before the criteria of feasibility and desirability have 
been satisfied. However, somewhere along the line a start has to 
be made. Perhaps today will be the start of a long and hazardous 
trip toward the establishment of international business as a pro- 
fession, 


36. TOWARD PROFESSIONALIZATION 


IN INTERNATIONAL BUSINESS— 
A PROPOSAL 


Roland L. Kramer* 


This is the first of two proposals offered to advance the 
professional status of international business. It provides a 
testing mechanism whereby qualified applicants can earn 
an appropriate designation indicating professional status. 
Provision for experience qualifications as well as the mas- 
tery of course content in international business is in- 
cluded. The program would be supervised by a foreign 
trade association in each locality. The proposal is de- 
signed as a part of association activity and is not intended 
to compete or to conflict with present collegiate programs. 


ROFESSIONA LIZATION in a given business field is to be highly 

regarded, provided, of course, there is sufficient substance in 
the particular business field. In our case, this field is interna- 
tional business. 

The proposal that I am now to present was devised a little 
more than one year ago, There is nothing magical about the pro- 
gram and there may be nothing new, although this I greatly doubt. 
If for no other reasons, this presentation and the one to follow 
are both new in that they attempt to come to grips with the reali- 
ties of professionalization of a business field. It is the com- 
mittee’s desire that these proposals will stimulate discussion 
and start other people to think along these lines, in the hope that 
sooner or later we shall devise a program that will achieve the 
objectives of this session, 

Specific Objectives 
Such a program could serve in one or more of several objec- 


tives. Specifically, it should provide a mechanism for testing 


*Roland L. Kramer, Professor of Foreign Commerce, University of Pennsyl- 
vania. 


347 


g 


348 MARKETING: A MATURING DISCIPLINE 


knowledge in a given field. This is the procedure of the College 
of Life Underwriters, and also of the American Society of Traffic 
and Transportation, Inc. In order to do this, the following alter- 
natives may be considered: 


1. Prescribe a certain group of subjects for which an appli- 
cant would prepare himself and in which he would submit to ex- 
aminations, 

2. Prescribe a certain course or courses that the applicant 
would take (or has taken) and submit to examinations on these sub- 
jects. The courses may be offered by a local foreign trade club 
or association or they may be those offered by colleges and uni- 
versities, 

3. Prescribe certain courses for which the applicant would be 
held to be responsible by examination plus an evaluation of his 
working experience. This is the C.P.A. procedure (under state 
authority), In this case, a successful applicant would have dem- 
onstrated both knowledge and practical experience. 


What Courses Would be Required? 


The subjects (courses) that might be required are the fol- 
lowing: 


International Trade Theory 

International Commercial Policies 

International Marketing 

Techniques of International Business 

Research paper on selected and approved topic—theo- 
ry, policy, practice, or geographical region. 


on = 


uo 


How Would the Examinations be Conducted? 


The examinations could be under the supervision of a com- 
mittee of a local foreign trade club or association, They probably 
could be conducted in a local university. Arrangements could be 
made to admit the applicants to examination rooms where they 
could be proctored in connection with a going examination, Grad- 
ing of examinations and research reports could be done by a com- 
mittee of a local foreign trade club or association. 


What Would be the Recognition of 
Successful Applicants ? 


Ideally, recognition would be in the form of a certificate of 
achievement granting the right to use a certain professional desig- 


XUM 
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nation, This might be CERTIFICATE IN FOREIGN TRADE (CFT) 
or, CERTIFICATE IN INTERNATIONAL BUSINESS (CIB). If 
such a program were to be adopted on a national scale, there 
might be a professional organization such as an Academy of In- 
ternational Business, 


A Proposal 


Based upon the considerations discussed above, it is proposed 
that a program be initiated in a modest way, as follows: 


1. Begin with the examination (and possibly experience) pro- 
cedure, 

2. Offer the attraction of a certificate for fulfilling all require- 
ments, viz. 


a. International Trade Theory 

b. International Commercial Policies 
c. International Marketing 

d. Techniques of International Business 
e. Research Paper 


3. The certificate would grant authority for the successful 
candidate to use the letters CFT or CIB after his (or her) 
name, 

4. A charge of, say, $15.00 would be made for each examina- 
tion and for the research paper. 

5. A list of readings would be prepared, suggesting the liter- 
ature in the field that would be useful to prepare applicants for the 
examinations and for the research paper. 

6. A committee of the local foreign trade club or association 
would supervise the program and arrange for the conduct of the 
examination and grading of papers. 

7. Publicity would be chiefly to ‘‘sister export clubs,’’ Na- 
tional Foreign Trade Council, Chamber of Commerce of the 
United States and educational institutions. Efforts would be made 
to interest each and all of the above with a view to expanding the 
program to the national level. 


Association vs. Collegiate Programs 


The subject of professionalization arises at two different lev- 
els. Prof. Dowd’s! criticism is based upon the fact that the pro- 


1. See Professor Dowd’s discussion following. 
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posals add nothing to the present collegiate programs whereby a 
student can earn an MBA in the field of international business, 

On closer examination it became clear that both proposals re- 
fer to extracurricular professionalization. They have been worked 
out as proposals to be supported by a foreign trade association. 
Both proposals include a requirement for some experience in the 
international business field and thus would not be comparable to a 
collegiate degree course. The two proposals were designed as 
objectives of the Foreign Traders Association of Philadelphia, 
Inc. in which both myself and Mr. Ballagh are active. In this 
context, the proposals do not refer to the area covered by Prof. 
Dowd in his discussion, 

As will be observed, two different proposals have been made. 
One is for certification of qualified persons in various aspects of 
the international business field; and the other refers to profes- 
sionalization of persons capable of fulfilling certain educational, 
research and experience requirements. Both proposals are out- 
side of the field of formal education and are intended for adoption 
by local foreign trade associations. That this is so is no criti- 
cism of the proposals because history shows that every field of 
human activity that has achieved professional standing has done 
so through the backing of and support by business and profes- 
sional groups that would benefit most from the adoption of such a 
proposal, 


YUM 


37. AN ALTERNATIVE PLAN FOR 
PROFESSIONALIZATION IN 
INTERNATIONAL BUSINESS 


Thomas C, Ballagh* 


This proposal constitutes an alternative plan for the profes- 
sionalization of international business. The scope of this 
program is somewhat broader than the first and places spe- 
cial emphasis upon experience certification as well as 
qualification by the passing of examinations. Five grades 
of certification are proposed, attainment of any particular 
grade dependent upon prior certification at each lower 
grade. The program would be under the administration of a 
Certification Board of Foreign Trade, composed of members 
of a local association, national association representatives, 
and university personnel. 


ATHER than going over the outline in detail we have had copies 

of this plan prepared and distributed to you.! Let me take 
this time to summarize the objectives and methods to be used in 
its implementation, 


Purposes 


The purposes of this alternative plan for professionalization in 
international business are several. Most important are the fol- 
lowing: 


1. To establish and recognize grades of knowledge and ex- 
perience in export work; 

2. To issue certificates to those who qualify for these grades 
by passing examinations and other requirements; 

3. To seek first local, then national, uniformity and accept- 
ance of such certificates, similar to the recognition of civil 


*Thomas C, Ballagh, President, Ballagh and Thrall, Inc. 


1. The detailed outline follows these preliminary observations. 
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service ratings, university degrees, mariners certificates, and 
certificates of governmental or professional organizations, such 
as Certified Public Accountant, Chartered Life Underwriter, and 
others; 

4. To encourage and recognize further on-the-job education 
and progress by export personnel; 

5. To help management evaluate applicants for export jobs; 

6. To help applicants in furnishing evidence of their export 
knowledge when applying for jobs; 

7. To provide increased professional standing for foreign 
trade personnel. 


Certification 


A certification board would be established which would be re- 
sponsible for holding periodic examinations—possibly twice a 
year. These would be quite comprehensive, consisting in part of 
a written section to be followed, perhaps, by an oral section. In 
addition, the applicant’s practical experience would be evaluated. 

The composition of the Certification Board would include mem- 
bers of a local foreign trade association, a local university offer - 
ing international business as a major field, and personnel from 
the International Executives Association and the National Foreign 
Trade Council. Uniform requirements would be established in 
order that similar examinations could be given at several loca- 
tions, 


Training 


No specific courses in foreign trade would be required; how- 
ever, the certification board or boards would list or recommend 
locally available courses as well as textbooks on the included 
subjects. The applicant could study at any institution he might 
choose. His training might even be limited to work experience. 
When he felt ready he would apply for permission to take the 
examination. 


Financing 


A schedule of examination and certificate fees would be estab- 
lished, These might be similar to those charged for the College 
Board Examinations. Other than for a minimum amount of ad- 
ministrative expenses, all proceeds would be used to reimburse 
the examiners. A _ sliding scale of certificate fees would be 
established with increasing amounts for higher grades, Although 
initially requiring financial support from interested organizations, 
it is expected the program ultimately would be self-supporting. 


A PLAN FOR PROFESSIONA LIZATION 


Certificates 


Five grades of certificates would be established. 


They are: 


Grade 1. Certified International Correspondent—C.I.C. 
For beginners seeking jobs as export trainees 
or correspondents, 
Grade 2. Certified Documentary Assistant—C.D.A. 
To qualify for traffic work, shipping, and pay - 
ments, 
Grade 3. Certified Assistant Export Manager—C.A.E.M. 
For holders of Grade 1 and 2 certificates, plus 
experience. 
Grade 4. Certified Export Traffic Manager —C.E.T.M. 
Grade 5. Certified Export Manager—C.E.M. 


Qualification would be successively more advanced. This would 
start with basic ability to handle English business correspondence, 
one foreign language, ability to prepare export price quotations, 
and knowledge of sources of foreign trade information. At the 
most advanced level—the Certified Export Manager —the applicant 
would be required to present proof that he has worked for a mini- 
mum of two years as an Assistant Export Manager and has made 
at least three extended business trips to foreign countries, that he 
has held active membership in a foreign trade Association and 
has participated in committee or officer responsibilities, and that 
he has practical knowledge of sales and executive management, At 
this stage a thesis would also be required. In the intermediate 
levels the applicant would be required to demonstrate thorough 
knowledge of the successively more complicated techniques of 
export and import trade. Some knowledge of international mar- 
keting management should be demonstrated. He would also be re- 
quired to have advanced proficiency in one or more foreign lan- 
guages, including Spanish in particular. 

Examinations would be successive—that is, the applicant could 
not apply for a higher grade until he had successfully passed the 
examination for the next lower grade. 


Conclusions 


It is believed that this plan would provide uniformity in train- 
ing and in evaluating the qualifications of personnel engaged in 
international business. It will take some time to set up and would 
need the whole-hearted cooperation of all organizations and insti- 
tutions interested in higher standards of professionalization, 
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A DETAILED ALTERNATIVE PLAN FOR 
PROFESSIONALIZATION IN INTERNATIONAL BUSINESS 


A. Purposes 


1. To establish and recognize grade of knowledge and experience in export 
work, 

2. To issue certificates to those who qualify for these grades by passing exam- 
inations and other requirements. 

. To seek first local, then national, uniformity and acceptance of such certifi- 
cates, similar to the recognition of civil service ratings, university degrees, 
mariners certificates, and certificates of governmental or professional or- 
ganizations, such as Certified Public Accountant, Chartered Life Underwrit- 
er, and others. 

. To encourage and recognize further on-the-job education and progress by 
export personnel. 

5. To help management to evaluate applicants for export jobs. 

6. To help applicants to give evidence of their export knowledge when applying 
for jobs. 

7. To provide increased professional standing for foreign trade personnel. 


Certificates 
Issued by ‘‘Certification Board of Foreign Trade’’. 


Members: 
. Foreign Traders Association of Philadelphia, Inc. 
. University of Pennsylvania 
. International Executives Association of New York 
. National Foreign Trade Council 
. New York University or Columbia University 


Other cooperating foreign trade associations and universities in such cities 
as Boston, Chicago, New Orleans, Los Angeles and others, as they join and 
adopt uniform basis for certification. 


. Sources of Training 


Certification Board does not require any specific course in Foreign Trade. It 
will list or recommend courses available, and books on foreign trade, but ap- 
plicant for certificate may learn where he chooses, including experience and 
training on the job, with or without courses or books. When he feels ready for 
certification for a particular grade, he applies for examination, on which certif- 
ication is based, 


D. Certification Examination 


1. Held twice a year (Oct. - April, or Jan. - June). 
2. Written examinations, preferably at university. 
a. Similar to College Board Examinations. 
b. Partial examination on completion of a course? 
3. Oral examination? 
4. Work evaluation - by consulting present employer? 


E. Fees & Finances 


1. Examination fees - similar to College Board fees - say $10. per subject, 
4 or 5 subjects per examination. All or most goes to examiners (university, 
etc.). 
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. Certification fees - after passing examination and requirements, upon issu- 
ance of certificate. 
Grades 1 & 2 - $10 
Grades 3 & 4 - $20 
Grade 5 - $30 
Purpose - to maintain general expense of program. 
. Financial support - plan should be self-supporting when in operation. 
. Cooperation - members of Foreign Trade Associations and universities to 
help establish standards and procedures. 


F. Certificates and Grades 


Grade 1. Certified International Correspondent - C.I.C. 

For beginners seeking jobs as export trainees or correspondents. 
Grade 2. Certified Documentary Assistant - C.D.A. 

To qualify for traffic work, shipping, and payments. 
Grade 3. Certified Assistant Export Manager - C.A.E.M. 

For holders of Grade 1 and 2 certificates, plus experience. 
Grade 4. Certified Export Traffic Manager - C.E.T.M. 
Grade 5. Certified Export Manager - C.E.M. 


Qualifications for Certification (For 5 Different Grades) 


I. Certified International Correspondent (C.1.C.) 
. English business correspondence. 
. One foreign language - reading knowledge - Spanish, French or Ger- 
man, 
. General foreign trade course - or book. 
. International geography. 
. Sources of foreign trade information. 
6. Export quotations f.o.b. and f.a.s. 


Il. Certified Documentary Assistant (C.D.A.) 

Items 1 to 6 above. 

7. Export license procedure. 

8. Insurance. 

9. Shipping procedures. 
10. C.I.F. quotations. 

11. Export invoices and packing lists. 
12. Drafts and letters of credit. 


Ill. Certified Assistant Export Manager (C.A.E.M.) 
13. At least 1 year experience in I and 6 months in II. 
14. Speaking or writing knowledge of 1 of above foreign languages, plus 
reading knowledge of 1 other; Spanish must be included. 
15. Advertising, Literature, and Direct Mail. 
16. Membership in an export trade association. 
17. Short thesis. 


IV. Certified Export Traffic Manager (C.E.T.M.) 
18. 2 years experience in II. 
19. Reading knowledge of Spanish. 
20. Import procedures in foreign countries 
21. Advanced information on items 7 to 12. 
22. Export packing. 
23. Comparative shipping methods. 
24, Steamship, rail, truck, and air tariffs. 
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V. Certified Export Manager (C.E.M.) 


26. 
27. 


28. 
29. 


30. 
31. 
32. 
33. 


2 years as Certified Assistant Export Manager. 

Foreign trips - at least 3, to different countries, at least 1 week each, 
including one 4 weeks or more. 

Credits and collections. 

2 years membership in one or more export associations, with some ac- 
tive participation in committee or officer work. 

Elementary Accounting, Budgets, and Programming. 

Sales management. 

Executive management. 

Thesis. 


XUM 


38. DISCUSSION 


Laurence P. Dowd:* The comments which follow are based 
upon an evaluation of the two plans for professionalization in in- 
ternational business from the point of view of the objectives of, 
and curriculum in, a professional school of business administra- 
tion in a university rather than an institute emphasizing training 
in export techniques. 

International business today is much more than export man- 
agement. The manager of an international business must know 
intimately all aspects of business management. He must be well 
acquainted with production, marketing, finance, personnel rela- 
tions, and so forth. He must also know the history, culture, so- 
ciology, economics, and politics of foreign countries. This is not 
essentially different from the requirements for domestic business 
management except for the knowledge of foreign countries. 

Most university schools of business administration, I believe, 
now follow this general approach in their curriculum. In fact, it 
is required under the policies of the American Association of 
Collegiate Schools of Business. As part of this approach more 
emphasis is being placed on development of analytical ability, 
problem-solving, and decision-making; and less is being placed on 
learning particular techniques. Mention should be made that the 
techniques approach was the subject of extensive criticism in two 
recent, widely accepted, studies of education for business, 

In my opinion, both proposed plans, and particularly Mr. Bal- 
lagh’s, over-emphasize techniques training rather than the de- 
velopment of analytical ability necessary for management deci- 
sion-making. The objectives of both are apparently the develop- 
ment of ‘‘practitioners,’’ highly trained in export techniques, 
rather than professional ‘‘managers’’ of diversified international 
business operations. In other words, the emphasis seems to be 
on learning ‘‘how-to-do-it.’’ Evidence of this are the proposals 
to award certificates, a key part in each plan. Essential training 
for the management of a diversified enterprise is not provided for 
in the suggested programs, except incidentally. Moreover, I 
wonder whether such a ‘‘Certificate’’ would be more acceptable 


*Laurence P, Dowd, Professor of World Business, San Francisco State Col- 
lege. 
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to employers than a good B.B.A. or M.B.A. with an international 
business concentration, 

In both plans there is an incorrect comparison with the Certi- 
fied Public Accountant or the Chartered Life Underwriter. The 
responsibilities of an international business manager are far 
wider and more varied than are those of either a C.P.A. or C.L.U. 
Moreover, there is a far less body of standardized procedures, 

To arrive at a really useful plan for professionalization in in- 
ternational business, thorough study must first be made, and 
agreement reached, on academic curriculum. For instance, is 
area training necessary? How important is pre-employment 
training in foreign languages, and, if importnat, what languages? 
How intensive should be the training in general management prin- 
ciples of marketing, finance, production, etc.? What should be the 
amount and nature of training in economics and political science? 
Finally, to what extent should training in techniques be provided 
at the academic level? 

In the School of World Business at San Francisco State College 
we have been studying these questions intensively. We have not 
arrived at conclusive answers. However, recently, and especially 
this year, we have taken a long step away from the techniques 
approach to the management decision-making approach. Courses 
which have been essentially no more than techniques training have 
been discontinued and other courses revised extensively to con- 
centrate on the development of ability to recognize, analyze, and 
solve management problems. In doing this, we have moved away 
from mere training in trade procedures, such as preparing export 
invoices, bills of lading, or marine insurance certificates, to the 
development of overall management principles and their applica- 
tion to actual practical management case problems, 

Adoption of either of the proposed plans would require a re- 
turn to an essentially techniques approach in our curriculum, I 
am certain that this would be objected to seriously by the majority 
of our faculty as well as the majority of the prospective employers 
of our graduates. 

One specific point, I cannot understand why Mr. Ballagh sug- 
gests the specific requirement of the Spanish language. It is en- 
tirely possible that employees after graduation may not be working 
in that language area at all. In fact, with current developments 
there is the strong possibility that they may be working in Europe, 
or the Far East, or even world-wide, and would require a lan- 
guage entirely different from Spanish. 

In conclusion, I agree completely that in our curriculum we 
need to emphasize professionalization in international business. 
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However, in our schools of business administration, we should 
not devote ourselves to training ‘‘practitioners.’’ The training of 
‘‘practitioners,’’ of course, is desirable to fill some specialist 
positions in organizations, just as firms employ C.P.A.’s. How- 
ever, this training can be provided best, perhaps, in special in- 
stitutions or in special programs such as those sponsored by the 
American Bankers Association, It should not be required of our 
international business majors generally. 
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39. COLLEGIATE CHAPTER PROGRAMS 


Rowe M. Meador* 


Collegiate chapters of the American Marketing Association 
present a good opportunity for marketing teachers to pro- 
vide activities outside of the classroom which will help our 
graduates meet their obligations and responsibilities. Ten 
specific suggestions are offered for chapter programs. 


Introduction 


er Delbert J. Duncan once stated that: 


If graduates of our colleges and universities are to be 
trained to meet their obligations and responsibilities 
adequately—and reference is made primarily to those in 
marketing—courses should be developed with proper em- 
phasis on the changes now taking place in distribution, 
proper attention should be given to the integration of the 
various disciplines mentioned, teaching materials must 
be chosen carefully, and effective method of instruction 
must be utilized. * 


Since Professor Duncan made that statement, much has been 
done and is being done in the classrooms and with marketing cur- 
ricula to prepare better graduates of our colleges and universities 
to meet their obligations and responsibilities adequately. Im- 
provements have been made in the selection of teaching materials, 
and more attention has been given to the greater utilization of ef- 
fective methods of instruction. However, much teaching may be 
done outside of the classrooms and the marketing curricula to 
help our graduates meet their obligations and responsibilities. I 
am speaking, of course, of extra-curricular activities conducted 
through Collegiate Chapters affiliated with the American Marketing 


*Rowe M. Meador, Associate Professor of Business Administration, North 
Texas State College. 
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Association, At the present time, about one hundred such chapters 
are actively engaged in supplementing the work done in the class- 
rooms, It is the purpose of this paper to present some of the 
interesting educational programs available to the professor of 
marketing through this important facet of the American Marketing 
Association. 

In an effort to determine just what programs were being used 
by collegiate chapters to make classroom teaching more effective, 
faculty advisors were asked to relate those activities that had 
proved most beneficial to the members of their chapters. 


Types of Chapter Programs 


For purposes of discussion, some of the program ideas are 
presented in the following paragraphs and are divided into ten 
divisions. 


Guest Speakers. As might be expected, the majority of the 
student chapters use guest speakers from the business community 
to discuss practical applications of marketing ‘‘know-how.’’ This 
type of program is easy to arrange, and most chapters are spon- 
sored by colleges or universities located in or near large urban 
areas where good speakers may be obtained from business and 
industrial enterprises without difficulty. 

By using this type of program, many students in various class- 
es are able to hear speakers who might otherwise have to restrict 
their remarks to a single class. Too, the subjects may be varied 
to fit the most appropriate needs of the chapter members. For 
example, the chapter at Fordham University uses this type of 
program at each meeting to cover careers in marketing with 
speakers discussing different phases or areas of marketing. At 
the University of Michigan, the chapter has used guest speakers 
to good advantage in marketing research. The Seton Hall Univer- 
sity chapter has used speakers from its local Transportation Club 
to address the chapter’s Father and Son dinner, thus supplement- 
ing the students’ classroom knowledge and at the same time ac- 
quainting the father with some of the activities of the university. 

Guest speakers from the major rubber companies have been 
used by the University of Akron chapter to discuss the problems 
involved in the marketing of rubber products, thereby permitting 
the students an opportunity to learn more about marketing in this 
specific industry. The chapter at Louisiana Polytechnic Institute 
uses speakers to address their banquet meetings (two a year), 
while the University of Arkansas chapter conducts dinner meetings 


j 

rm 


COLLEGIATE CHAPTER PROGRAMS 365 


once a month with sales managers, merchandise managers, buy- 
ers, etc., aS speakers to further acquaint students with marketing 
functions as they are performed by various industries. 

The Penn State University chapter secures sales managers 
who are recruiting on their campus to inform chapter members of 
some of the marketing problems encountered in their firms. Guest 
speakers are employed by the University of Connecticut chapter to 
talk on topics not generally covered in class. The Connecticut 
chapter includes members from five other business major areas, 
as does our chapter at North Texas State College; and speakers 
whose topics are broad enough to interest majors in management, 
finance, accounting, etc., are quite frequently chosen. Northeast- 
ern University has a social hour at chapter meetings in addition 
to a guest speaker from the business area, The chapter at New 
York University has found that their members profit by a discus- 
sion period after the speaker, as audience participation programs 
stimulate additional interest. 

Enough examples of the uses of guest speakers have been given 
to indicate the possibilities for supplementing the usual classroom 
methods and knowledges. Let us, then, direct our attention to 
another form of program closely akin to guest speakers. 


Panels. This type of presentation consists of two, three, 
four, or more persons, whose speeches are co-ordinated by a 
moderator, who discuss a particular subject. With this method, 
the faculty advisor or some chapter officer selects a subject for 
discussion and gives each member of the panel only a part of the 
larger subject to develop. The panel session is usually followed 
by an open question-and-answer period which provides students 
an opportunity to have their questions about the subject answered 
by experts on the panel. 

The Boston University chapter uses a series of career panels, 
each one completely directed by a collegiate chapter student 
chairman who must arrange, publicize, organize, and follow-up 
his meeting. A panel of men active in retailing has been used suc- 
cessfully by the chapter at the University of Illinois. 


Field Trips. One of the most interesting types of programs 
is the field trip, because it gives the students of various classes 
an opportunity to see first hand many of the techniques and pro- 
cedures about which they have learned in the classrooms, Natu- 
rally, the location of the collegiate chapter with reference to 
varied marketing institutions has a great deal of bearing upon the 
interest in and value of the trip. For example, the chapter at 
Boston University is strategically located near factories, adver- 
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tising agencies, department stores, etc.; and they, therefore, find 
that field trips provide an excellent means for supplementing 
classroom work, Likewise, the chapters at the State University 
of Iowa, Penn State, and Iowa State University have conducted 
field trips to outstanding manufacturers, wholesalers, and retail- 
ers in their areas. The University of Connecticut chapter makes 
trips to such interesting places as the commodity exchanges in 
New York City. A field trip sponsored by the chapter at North 
Texas State College this year attracted over one hundred students, 
and visits were made to three different institutions. The chapter 
at Southern Illinois University has three field trips a year to 
nearby firms in the St. Louis area, 

While it is true that field trips are time consuming and require 
much planning, most chapters find them rewarding and generally 
worth the effort. 


Conferences. Many chapters have utilized the conference to 
good advantage as such programs attract many business people in 
addition to the student chapter members. One outstanding example 
is the Colorado Marketing Conference conducted at the University 
of Colorado. This year the keynote speaker there drew over four 
hundred students and businessmen, and each session of the con- 
ference was well attended. In addition to providing contacts be- 
tween students and businessmen, the conference helped to estab- 
lish the place of the marketing department in the minds of 
businessmen in that area. 

For some years now our chapter at North Texas State College 
has held an annual marketing conference at which outstanding 
men in marketing and sales management from the Dallas Sales 
Executives Club have provided the program, Students from col- 
legiate chapters at Southern Methodist University and Texas 
Christian University were invited to join our students in making 
this type of program an outstanding event in our yearly calender 
of activities. The collegiate chapter of the University of Arkansas 
has conducted highly successful sales clinics with the aid of the 
Little Rock Sales Executives Club, and this is one of the highlights 
of their academic year. 

Finally, the chapter at Dean Junior College participates each 
year in the Boston Conference on Distribution, and this has given 
their students tremendous incentive to plan and carry out an active 
professional program, 


Joint Chapter Meetings. Where two or more collegiate chap- 
ters are located near each other, joint meetings with panels or 
discussion groups for the free interchange of ideas between 
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students, faculty, and business leaders have proven invaluable. 
The University of California chapter has found that topics equally 
interesting to several chapters can be covered adequately in this 
manner. The Drake University chapter has a ‘‘migration’’ meet- 
ing to one of the more interesting meetings of their state chapter 
of the American Marketing Association. We at North Texas have 
just concluded a most successful joint dinner meeting with the 
North Texas Chapter of the AMA which is composed of marketing 
men from the Dallas-Fort Worth area. As at Drake University, 
we have found that this type of program affords an excellent op- 
portunity to interest students in AMA activities and to prepare 
them for future membership in the organization. 


Career Day. Once a year, all collegiate chapters in the 
Greater Boston area hold a one-day career clinic which is spon- 
sored by the Boston Chapter of the AMA. The State University of 
Iowa chapter and other chapters in the Chicago and St. Louis areas 
also attend career clinics or conferences sponsored by the leaders 
in marketing in those cities. 

This sort of information may be imparted in this manner, thus 
permitting the professor to devote class time to more important 
topics. Career Days provide marketing students with an oppor- 
tunity to meet and talk with professional men who acquaint them 
with the many challenging areas of a dynamic portion of our econ- 
omy. 


Movies, Filmstrips, and Filmslides. Visual aids often fur- 
nish the basis for a program of study when regular class time 
does not permit their use. The Southern Illinois University chap- 
ter uses about four movies a year because many companies will 
furnish such aids to acquaint students with their organizations and 
the functions they perform. Manufacturers, trade associations, 
commodity exchanges, transportation companies, and many others 
have excellent films, and they are more than willing for them to 
be used for collegiate chapter programs, In many instances, or- 
ganizations like the National Food Brokers Association will send 
a member representative to show films. The representative will 
then be available to answer questions or make comments about 
the activities of his organization or industry. 


Workshops. The Dean Junior College chapter conducts a 
student-retailer workshop where several local retailers joinmem- 
bers of the chapter in actual problem-solving situations, This 
type of program is ene which should be used by more chapters to 
add depth to experiences gained by marketing students in our col- 
lege and university classrooms. 
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Tape Recorded Speeches. Many chapters that have difficulty 
in obtaining adequate speakers for their programs have resorted 
to the use of speeches by outstanding speakers that have been 
previously tape recorded elsewhere. Some of these speeches may 
be purchased outright but others may be obtained free of charge. 
During the past two years, I have been getting together several 
such speeches for the national office. Collegiate chapters that 
have tape recorded speeches of their better speakers are invited 
to submit them to me so copies may be made and added to the li- 
brary. Any chapter advisor desiring to use these tapes may do so 
by writing to me at the School of Business Administration, North 
Texas State College, Denton, Texas. 


Other Programs. Other possibilities for interesting pro- 
grams exist, such as demonstrations, dramatic productions, in- 
terviews with skilled marketers, etc.; but these are not so widely 
used as those previously discussed. 


Summary and Conclusions 


This paper has presented some programs available to the 
marketing professor for use in collegiate chapt-r activities. When 
used judiciously, they can do much to help train the students of 
our colleges and universities to meet their obligations and re- 
sponsibilities and to prepare them better for the important tasks 
that lie ahead in life. 

Now, let me say in conclusion that whatever type of program is 
used, it must convey information and generate enthusiasm. Select 
those participants who are capable of stimulating chapter mem- 
bers toward higher and nobler goals, and your programs will be 
worthwhile and successful. 
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40. STUDENT RECRUITMENT 


Seymour Baranoff* 


The important problem of recruiting student members for 
collegiate chapters is explored. Suggestions are offered to 
help locate potential members, to motivate them to join, 
and to keep them active. The key role of the faculty ad- 
visor is emphasized. 


HE problems surrounding student recruitment are analagous 

to a marketing problem. First, there must be a plan (decision- 
making) and then the plan must be implemented. Similarly, stu- 
dent recruitment must be planned and then the plans must be acti- 
vated. The third essential, of course, is the coordinating factor — 
management in the guise of the faculty advisor. This paper, 
therefore, is broken down into three segments: 


I, Planning 
A. The ‘‘Markets’’, 
B. Motivation of the Customer. 
II, Acting 
Ill, Managing—the Role of the Faculty Advisor 


Planning 


It is essential that we first identify and segmentize our cus- 
tomers. Next, we must determine what will motivate each group, 
At this stage it is necessary, also, to determine some of the 
major problems, including our competition. 


The ‘‘Markets.’’ Our recruitment must be done on a contin- 
uous basis among current members and non-members. It isa 
mistake to fail to recognize that current members will drop out if 
not satisfied. We must retail our present customers. These in- 
clude: 

1. ‘‘First Nighters.’’ We must continue to recruit among 
those who come down for the first time. These are still not mem- 
bers. Too often they are lost. 


*Seymour Baranoff, Pace College. 
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2. Upper Classmen, Non-members. This is the group which 
was missed previously. 

3. Freshmen. These are the bewildered innocents who are 
being torn assunder by our greatest of social phenomena—‘*be- 
longingness,’’ 

4. ‘‘Night Ouls.’’ This is the breed who tries to prove that 
you can attempt to do three things at one time—work, be a student, 
and be a family man. 


Motivation: Why Join? All of the reasons are wrapped up in 
good selling considerations, Start with the far away generaliza- 
tions and hit home at the end. (The following is written as if I 
were explaining what the club could do for the student.) 


1. Career. Career has two phases: a long term and a short 
term. In the long term, the AMA will help you learn and grow, 
thus enabling you to increase your effectiveness and value. The 
latest in scientific advancement of marketing is discussed at na- 
tional meetings and also in the Journal of Marketing. The club 
enables you to become associated with the professional society of 
the career of your choice, You are afforded the opportunity to at- 
tend the national meetings. Again, this experience helps you to 
grow. Through the AMA you get the opportunity to hear guest 
speakers of varied experiences who have achieved different levels 
of competence and management. All of these contribute to your 
growth, Similarly, there are many opportunities to attend student 
conferences as well as chapter meetings and luncheons, 

There are several pertinent short term advantages. One is 
that you can get to know many executives on a personal basis. If 
you do a good job, if the executives get to know you, if they have a 
job opening or know of one; they can and do help. Two past stu- 
dent presidents obtained good positions in this manner. Many 
others in the organization also obtained jobs via this route. There 
is nothing wrong with it; it merely affords you the opportunity of 
more exposures. Next, the student working with you may be the 
next president of the Ford Motor Company. They’re getting young- 
er and the turnover is increasing. Who knows? A third advantage 
is that you can indicate on your resume that you were a member 
of the AMA; better still, you can state that you were an officer. 

2. Practical Experience and Education. Joining the AMA 
can help your education in many ways; similarly, it will contribute 
some practical knowledge and experience. The education attained 
via attendance at national and local meetings and luncheons is ob- 
vious. Similarly, the beneficial information obtained from the 
many guest speakers and field trips is equally obvious. Perhaps 
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more important, is what you learn when trying to apply what you 
have learned. For example: 


a. There are opportunities to write—for a Newsletter. 

b. There are many opportunities to do copy and layout, if 
your leanings are in this direction. 

c. If you like to sell, there are many opportunities—to 
sell the club, emblems, a social service that the club 
is performing and others. 

d. Planning and organizing opportunities—as well as the 
heartaches—are abundant, 


In other words, here is the opportunity to do the things you 
like to do, to make all the mistakes, and to learn, so that when you 
go out into the business field you will have this experience behind 
you and you can avoid the same mistakes, 

I think I saw a classic example of what one can learn asa 
participating student. The president of a very large corporation 
addressed a group of marketing leaders. He gave a fine speech, 
informative and helpful, but when the moderator asked if there 
were any questions, you could have heard a pin drop, Everyone 
looked as if they were in pain; no one spoke, The meeting broke 
up and everybody was embarrassed. A little knowledge and ex- 
perience could have helped to avoid this. 

3. Social Life. All work and no play still makes ‘‘Jack a dull 
boy.’’ Through the club, you get acquainted with other students 
who have a mutual career interest. It affords you the opportunity 
to get together with them on an informal, personal basis as well 
as at picnics, club dances, hayrides, and beer parties. 

4. Profession. Extremely important is the fact that the club 
affords you ‘‘pride in your profession.’’ Students want to belong 
to a professional organization and want to have pride in what they 
are doing—and in their choice of career. Being associated with a 
national organization enables the student marketing clubs to pro- 
ject this wanted image. 


Motivation: Why NOT Join? There are many strong, or ap- 
parently strong reasons for not joining the student marketing club. 


1. Other School Activities. It must be recognized that other 
clubs will vie for the allegiance of each individual. Important are 
the many social clubs—fraternities, house plans, dancing clubs, 
chess, bridge, and what have you. Next, there are a whole host of 
school offerings such as the Debating team and drama groups. 
There are the many intramural sports events which are important 
in the life of most students. Most serious is the competition for 
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the student by other business clubs: Sales Club, Retailing Club, 
Management Club, and others, Many students work after school. 
This pertains particularly to metropolitan schools, Finally, many 
cannot join because the time when meetings are held is in conflict 
with some other real activity. 

Obviously, what this all means is that the marketing club must 
be a Strong club around the school. It must compensate the stu- 
dent for what he will be missing by not joining other activities, It 
must give him the opportunity to compete while enabling him to be 
a member of a team. It must afford him the ability and climate 
in which to ‘‘do something’’; be creative and imaginative; ‘‘be- 
long’’; and contribute. 


Acting 


Current Members. Recurring recruitment among current 
members is a must. They form the hard core for action and fu- 
ture operation, This is a particularly knotty problem because of 
the turnover of membership due to graduation. There must be a 
smooth changeover from one class to another from one year to the 
next. There are several things that can be done to retain the cur- 
rent membership and use it to build upon. If certain promises 
were made to build interest—keep them. Part of the feeling of 
belonging is attained by being active; by contributing to the organi- 
zation. Be sure that each member is assigned a specific task; 
understands what is expected, and when. Ask him to report back 
to the group. The students must be kept busy on a continuous ba- 
sis. And it must be accomplished right from the beginning through 
to the end of the school year. 

In additioa to the speakers, films, putting out a monthly memo, 
etc., which might be considered as part of the ‘‘continuous’’ ac- 
tivity, the student body should be working on at least two major 
projects for the year. One could be an annual conference with all 
its contingent problems, headaches and heartaches. The other 
could be a major social event—a dance or picnic. 

Variety of Activities. The variety of activities may be 
gleaned from the next section; the listing is by no means exhaus- 
tive. There is enough to do; each individual can become active. 
This should be encouraged, 

Management ‘‘Title.’’ Everyone wants to be a manager; give 
him a title. As you will see, it will be possible to give at least 
about 30 students immediate titles. 

President 

President-elect 
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Vice-President 

Vice-President elect 

Treasurer 

Treasurer -elect 

Secretary 

Associate-Secretary 

Secretaries-elect 

Chairman—Planning Committee 

Chairman—Meetings Committee 

Chairman—Steering Committee 

Chairman—Publicity Committee 

Chairman—Speakers Committee 

Chairman—Dance Committee 

Chairman—Special Projects Committee 

Chairman—‘ ‘Crash’’ Committee 

Editor —Marketing Publication. 

Add one co-chairman for each committee and you have eight 
more titles. Add several editors and more positions are created, 
By following a similar format, about thirty positions, with titles, 
are created. 

Publicity. It is essential that the publicity committee has 
the list of names, with titles, printed in as many places as possi- 
ble—official records of Club, School Newspaper, Club’s publica- 
tion aid in as many local hometown papers as possible. Perhaps 
a letter should be sent home, too. All of these would contribute to 
making the individual student more responsible to his undertak- 
ings on behalf of the organization. 

One ‘“‘Big’’ Activity. One big activity, something requiring 
the efforts of the entire club for a sustained period of time, is es- 
sential. Two are recommended as previously suggested. It gives 
them the opportunity to work together towards a common goal; it 
requires the cooperation of many. It also gives them something to 
talk about, something to get excited about. It is recommended 
that some sort of annual student conference be held or, perhaps, a 
‘*Marketing Man’’ or ‘‘Student of the Year’’ award. It should be 
an activity in which the business community can cooperate in 
planning, in contributing, and in giving recognition to it. A second, 
major activity might be a social event. This could be a year-end 
dance, picnic, or party of some sort. 

Officers-Elect. Officers-elect was mentioned above. This is 
recommended in order to give the club continuity. Where this has 
been done, the transference of the reins and the operations of the 
club have been much more smooth, You do not have to start all 
over each year. I have found that under this system, the students 
would be planning next year’s activities at the end of this year. 
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Esprit de Corps. The student marketing club must build up a 
great morale factor. It must be an organization which is admired 
around the school for its many worthwhile activities. The students 
should contribute, as individuals and as members of the club, to 
many of the activities around the school—being active in blood 
bank activities, helping to raise money for the needy during 
Christmas, helping local chambers of commerce, being active 
members in student councils and others. 

Avoid Cliques. The faculty advisor should be on the alert for 
cliques. If the students feel, right or wrong, that the club is being 
run by a group, then their feelings toward the organization will 
diminish. 

Miscellaneous. This includes a number of activities which, 
while labelled miscellaneous, are of extreme importance. It is 
recommended that dues be collected from each member. Further, 
the students should buy and wear emblems, such as AMA pins, and 
should get a banner to be used wherever banners are hung around 
schools and dorms or whenever there is apublic gathering. Final- 
ly, it is extremely important that each student be publicly com- 
mended and acknowledged for the good work performed. 


New Members. While the current members are the ‘‘hard 
core’’ and leaders, the organization could not continue without the 
new generation of customers. While every effort should be made 
to get upper classmen into the organization, the concentrated ef- 
fort will be upon the younger students. 

1, Publicity. A ‘‘crash’’ effort should be made early in the 
school year to recruit new members. All available publicity ef- 
forts should be used. A news story should be released early. 
Follow-up releases should be ready for continuity. Posters should 
be put up at all available places. Notices of meetings and of other 
items of interest should be put on all bulletin boards around the 
school and dorms. Throw-aways should be made up and dis- 
tributed as necessary. (This might include a copy of a recent edi- 
tion of the marketing club publication.) Personal letters should be 
sent if, and whenever, possible. 

Obviously, this is an all-out effort to acquaint as many students 
as possible with the club. 

2. Instructors. The marketing departments’ instructors 
should all be ‘‘behind’’ the club and should ‘‘push it’’ to the stu- 
dents. If the club is a good one; one which is worthwhile; and one 
which can, and has, accomplished a great deal; then each instruc- 
tor can sincerely recommend the club to the students, A sincere 
and pre-planned speech is effective. 


| 


STUDENT RECRUITMENT 375 


One effective ‘‘on-the-spot’’ technique is to pass a sheet 
around on which students could indicate whether or not they are 
interested in finding out more about the organization. If the per- 
son is interested, he would put his name, address and phone 
number on the paper. The paper would state that the individual 
is interested in being advised as to the time, date and place of 
the next meeting only. It does not make him amember. The 
method is effective if followed up with a quick, direct mail piece 
and a fast, effective and efficiently run meeting. 

3. Surveys. Another method, designed to acquaint students 
with the organization, is to have a survey circulated (possibly 
through the instructors) to determine when the students are free 
so that the best day and time could be planned in line with stu- 
dents’ availability. 

4. Tea. Another means of recruiting members that has 
been used is to invite all newcomers toa tea. At the tea, current 
members circulate and advise the newcomers about the organiza- 
tion. Some sort of display is also used to acquaint the students 
with the club’s activities, 

5. ‘“Get A Member.’’ Of course one of the best ways is to 
have each current member pledge to bring another member (or 
two) to a meeting. 

6. Print Agenda. The agenda for each meeting should be 
printed and widely circulated. Students, too, want to know why 
they are asked to attend; they want to know that it will not bea 
waste of time. It is another one of those important ‘‘plusses.’’ 

7. Time. Each club must work out its own arrangement. 
There are, however, several suggestions. One alternative is to 
hold more than one meeting in order to accommodate the majority 
who would like to participate. Another arrangement is to have 
alternating meetings. That is, one meeting may be held during 
the day; the next meeting in the evening. One arrangement which 
has worked well at our Metropolitan College is the breakfast 
meeting. Attendance has been very good. 

8. Musts. There are some extras leading to success. Don’t 
hold a meeting unless it is well-planned (including publicity and 
notices). Don’t hold a meeting unless you can accomplish pre- 
determined objectives. Don’t hold a meeting just for the sake of 
holding a meeting. 


Management— The Role of the Faculty Advisor 


The faculty advisor is the most important factor in the entire 
operation of the Student Marketing Club. Without his enthusiastic 
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leadership, the club will be a club in name only. This, incidental- 
ly, is the status of too many clubs on college campuses today. 

The faculty advisor must not only be a leader, he must also be 
a ‘‘pusher.’? He must give ideas and accept ideas from students, 
He must create a climate of activity; he must create a climate in 
which students can create and be imaginative. He must allow 
them to do things for themselves; to make mistakes. 

Even the best of systems in industry are still, in the final 
analysis, dependent upon individuals for their successful opera- 
tion. You can write a good procedures book; whether or not it will 
be effective will depend upon the ability, desire and initiative of 
the faculty advisor. 

Finally, I am in full accord with the economic system and the 
underlying philosophy prevailing in the United States. If you want 
a good job on the part of a faculty advisor, pay him for his time 
and effort. A good, active faculty advisor will put in about 10 
hours per week or about 300 hours per school year as a minimum, 
This is worth at least $500 per year. 


Part Six 


DOCTORAL DISSERTATIONS 
RESEARCH IN MARKETING 


XUM G. 


XUM 


41. THE ECONOMIC STRUCTURE OF 
CHANNELS OF DISTRIBUTION 


Louis P, Bucklin* 


The purpose of this dissertation is to construct a general 
theory which could be used to study and predict the struc- 
ture of a channel of distribution for any product or com- 
modity. The basis for such a theory was found in the syn- 
thesis of two familiar concepts: one, the typology of 
marketing functions and, two, the theory of the firm. The 
theoretical framework developed from this analysis ap- 
peared to be capable of unifying many existing ideas con- 
cerning channels and of opening opportunities for formu- 
lating new hypotheses about channel structure. 


HE purpose of this dissertation was to attempt to construct a 

general theory which could be utilized to study and predict the 
structure of a channel of distribution for any particular commod- 
ity. The structure of a channel may be defined as the number of 
different types of institutions which perform the activities that 
produce and move a good to its point of consumption. The kinds of 
problems that might be solved by such a general theory would in- 
clude: why five different types of institutions are found in a chan- 
nel for one good, while ten or twelve make up the channel for 
anotner; why two different channel structures exist for the same 
good; or what changes in existing channels for some commodity 
should be expected in the future. Such a theory should also be 
capable of throwing some light upon the kinds of relationships one 
finds among firms in a channel. 

Since the structure of a distribution channel is formed by a set 
of institutions performing certain kinds of work, the basis for any 
theory must lie in a methodology which can identify the kinds of 
work being performed by each institution, The literature of mar- 
keting is of help here, since it is replete with articles which 


*Louis P, Bucklin, Assistant Professor of Marketing, University of California. 
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attempt to analyze marketing work into cohesive categories, Un- 
fortunately, there has been little agreement among the proponents 
of this concept as to how many functions there should be or which 
activities each should encompass. As a result, it was necessary 
to construct a new set for the present purpose. This was accom- 
plished by the establishment of four criteria and by the evaluation 
of different groupings of marketing activities against these cri- 
teria. The criteria were: 


1. The activities included in each function must be so related 
as to make it necessary for some firm to organize and direct the 
performance of either all of them or none of them. 

2. The activities must have sufficient scope as to make it pos- 
sible for the firm to specialize in them to the exclusion of all 
others, 

3. The activities should incur substantial costs. 

4, Each marketing activity must be placed in one function and 
in one function only. * 


The functions found to meet these criteria were as follows: 


1. Transit (T)—all activities required to move goods between 
two points, 

2. Inventory (I)—all activities required to move goods in and 
out of storage, sort and store them. 

3. Search (S)—all activities required to communicate offers to 
buy and sell and transfer title. 

4. Persuasion (P)—activities incurred to influence the beliefs 
of a buyer or seller. 

5. Production (Pr)—activities necessary to create a good with 
any desired set of specifications. 


The first four functions will have a decidedly familiar ring to 
those acquainted with the literature. The fifth function, produc- 
tion, was included because many marketing activities, such as the 
changing of styles and packaging, are almost inseparably related 
to production costs. Further, the general characteristics of the 
production process will be shown to have an important influence 
upon channel structure. 

By using this set of functions one can identify the structure of 
most existing channels. For example, the familiar manufacturer, 
wholesaler, retailer channel may be symbolically illustrated, us- 
ing the initial letter of each function, except production where the 
first two letters are used, to denote the performance of a function 
by an institution. The description of the channel is as follows. 


(PrITSP) (SITSP) (SISP) (STIC) 
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The manufacturer, wholesaler and retailer are represented by 
by the bracketed symbols (PrITSP), (SITSP), and (SISP). This 
means, in the case of the manufacturer, that this institution is per- 
forming all five marketing functions. The wholesaler performs 
only four, but must search twice, once to contact manufacturers 
and once to contact retailers. 

The last group of symbols (STIC) represents the consumer (C). 
While the consumer is not a channel institution, his role is impor- 
tant for two reasons. First, the consumer’s rate of use will have 
important effects upon the operating characteristics of other func- 
tions in the channel. Second, the consumer will always perform 
some marketing functions and may, on occasion, integrate with a 
substantial number of functions that could be performed by chan- 
nel institutions. 

The arrows connecting the institutional symbols represent the 
direction of search. In the above case, the arrows indicate that 
the manufacturer calls upon the wholesaler, the wholesaler upon 
the retailer, and the consumer upon the retailer. 

Using the concept of marketing functions in this manner pro- 
vides a systematic means for identifying channel structure. In 
terms of analytic content, however, it pushes no further than 
previous functional concepts. In order to make this system useful 
it must be placed in a framework which will reveal whether any 
function must be performed in a channel and, if so, whether it 
ought to be performed by itself or in conjunction with others. 

The quantification of the economic characteristics of functions 
necessary to accomplish this task can be obtained through an 
analysis of the factors which control cost within the function. For 
example, in the channel symbolically described above the product 
is transported between a wholesale institution and a retail insti- 
tution. The transit costs incurred here may be mathematically 
related to distance, physical characteristics of the product, trans- 
portation technology, the size of individual orders and the volume 
of orders carried. 

From this mathematical relationship, the familiar long run 
average cost curve can be readily derived. The height of the 
curve will be determined by the distance, physical characteristics 
and size of order factors. The shape of the curve will be de- 
pendent upon any economies of scale that can be realized with 
greater volume. In most instances one would expect average costs 
for the function to behave in the familiar fashion. Average costs 
will initially decline to some minimal point and, then, increase 
due to managerial inefficiencies at higher operating levels. 

For each transit function in a channel a cost relationship may 
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be determined and an average cost curve charted in the above 
manner. Similarly, cost curves may be drawn for each function. 
Cost curves for institutions performing several functions may be 
derived by aggregating the costs of each function. Modifications in 
these aggregate curves will, of course, have to be made if the 
firm realizes some economies or diseconomies from the integra- 
tion, 

When one looks at channel functions from this point of view it 
becomes possible to distinguish between two types of channel 
structures. The first type, to be called the extant channel, repre- 
sents the channel structure, and related costs, for a group of in- 
stitutions actually involved in the marketing of some good. The 
second type may be termed the normative channel. It is the chan- 
nel that would exist if all institutions in the extant channel, and all 
potential entrants, were fully adapted to current economic condi- 
tions. In such a channel there would be no tendency for new firms 
to enter, old ones to exit or to shift functions among themselves, 

The focus of this dissertation was placed upon the analysis of 
the normative channel. The reason for this is that extant chan- 
nels are the product of a complex stream of past and present 
economic, social and political forces which are not always rele- 
vant to the future. In order to determine what the channel struc- 
ture should be, or will likely be, it is necessary to discover what 
normative channel fits the economic conditions expected to prevail 
in the future. By contrasting the structure of a normative channel 
with its extant counterpart, one can secure an understanding of the 
economic forces operating upon existing institutions. Such pres- 
sures will continue to exist until change in the extant channel 
causes its structure to conform to that of the normative, or until 
the economic conditions creating these forces are altered. A study 
of the normative channel, consequently, becomes the key to com- 
prehending the behavior of firms in the extant channel. 

In order to study the structure of normative channels a step by 
step analysis was used to sort out the various economic forces 
operating upon marketing functions and to examine them intensive- 
ly. The steps consisted of six different, and progressively more 
complex, environments: perfect competition, pure competition, 
moaopolistic competition caused by spatial differentiation, mo- 
nopolistic competition caused by product differentiation, and 
oligopoly. Because of the time limitations it will be impossible to 
explore the findings in each of these studies. In order to give 
something of the flavor of the analysis, however, a brief sketch of 
the channel structures found under perfect competition can be 
presented, 
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In perfect competition the conditions of the environment include 
all the assumptions usually found in traditional economic analysis. 
In addition, the assumption was included that there was costless 
and instantaneous communication among all channel institutions 
and consumers, Also, it was assumed that all production activi- 
ties would take place at one point and all consumption at another 
point, any desired distance from the first. 

The analysis of normative channel structure has two parts. 
The first involves a determination of the number and type of each 
function to be required by a channel handling some commodity 
under given economic conditions. The second part seeks to dis- 
cover whether each function will be performed by itself or whether 
it will be integrated into a firm performing several others, 

With respect to the number of functions to be found in a chan- 
nel under perfect competition, it can be shown that the environ- 
mental assumptions eliminate all need for search and persuasion, 
Costless communication and identical products are the reasons 
for this. The problem may be further simplified by assuming that 
production need only take place once in the channel. This leaves 
the channel structure dependent upon the number of times that in- 
ventory and transit are to be performed, 

The analysis of this can start from the point that for any good 
the minimal functional requirements for a channel are one produc- 
tion and one transit function. This may be symbolically written 
as follows: 


Pr-T-C 2 


Such a channel would move goods immediately from the production 
line onto some continuously operating transit service and, then 
constantly into consumption, 

While physical distribution systems of this type are rare, a 
few do exist. The production and supply of electricity is an exam- 
ple. For the most part, however, such a system is apt to be highly 
unsatisfactory. Elimination of some of the difficulties may be 
secured by the establishment of inventory functions at the point of 
production and the point of consumption. This is illustrated as 
follows: 


Pr -I1-T-I-C 3 


In order for the two inventory functions to take their places in 
the channel, their costs must either be offset by reductions in the 
expense of performing other functions or their presence must re- 
sult in an improved service to a consumer willing to pay a higher 
price for it. Both events are likely to occur. Production costs 
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could be reduced, because that function can now operate at rates 
dictated by internal economies. Transit function costs could be 
lowered for the same reason. Finally, the consumer may be able 
to secure higher levels of satisfaction by having his goods avail- 
able for consumption at times wholly determined by his needs. 

In many cases further use for inventory functions may be 
found. For example, if the consumer purchases in small quanti- 
ties, and production takes place in large volume, the transit facili- 
ties suitable for picking up the goods from the manufacturer may 
be uneconomic for delivery. 

A central inventory function, as shown in the following case, 
may serve to save more costs than it adds. 


4 


When this occurs, it is important to notice that transit is broken 
into two distinct functions, and costs must now be separately cal- 
culated for each. 

Additional inventory functions may still be required under 
other economic conditions. The method of analysis to determine 
whether these will appear in the structure follows the above ap- 
proach, and no further elaboration is needed at this point. 

The problem of determining which marketing functions will be 
operated independently and which will be integrated can now be 
briefly examined. In the present simplified case integration will 
only occur when the cost of operating two or more of the required 
functions by a single firm is less, or at least no greater, than 
when they are undertaken by separate firms. In the long run such 
savings are only realizable when the inputs required for one func- 
tion cannot be fully used. In‘egration may make it possible to put 
the unused portion of these inputs to work in another function, 
thus lowering total costs for the performance of both. 

Normally, however, one would not expect too much integration 
in channels operating under perfect competition. The integration 
of functions is more likely to create diseconomies in management. 
Further, when the optimal scale of two separate functions is dif- 
ferent, then integration would force the firm to operate one, or 
both, at rates above or below its optimal. Since this would raise 
the costs above what they would be if the functions were operated 
by separate firms, the integration cannot persist in the long run, 

Time limitations make it impossible to carry this analysis 
further, It is hoped, however, that the bare bones of the method- 
ology have been so sketched as to suggest how the analysis in the 
more complex environments would follow. It should be pointed 
out, however, that abstract and simplified as the above analysis 
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has been, it can be used to indicate reasons for change in actual 
distribution channels. An exogenous change, for example, in the 
optimal rate of production can be shown invariably to alter the 
costs of performing other functions, In many instances it may af- 
fect the number of other functions required. Both of these effects 
may alter the degree of integration of functions in the channel. 
Similar reactions can be expected when there are exogenous 
changes in each of the other functions and in consumption. This 
simple framework, consequently, is capable of convincingly dem- 
onstrating this important marketing principle. 

In conclusion, the general theory resulting from the approach 
shown above may be characterized as a synthesis of the familiar 
concepts of marketing functions and the economists’ theory of the 
firm. It appears to offer a fruitful means for opening opportuni- 
ties to create new hypotheses concerning channel structure as 
well as placing many existing ideas into a unified framework. The 
theory may prove to be a useful guide for empirical work on 
channels. It, finally, may be ideally suited as a device to aid in 
the teaching of marketing. 
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42. THE DISTRIBUTION OF 
NEW AUTOMOBILES 


A Case Study in Working Toward 
More Effective Distribution 


Robert L. Clewett* 


The purpose of this dissertation is to evaluate the use of 
the franchised dealer system in the distribution of new 
automobiles. The conclusion is reached that this system is 
outdated and no longer meets the marketing needs of auto- 
mobile manufacturers. A system of manufacturer-owned 
and operated retail automobile dealerships is suggested. It 
is pointed out that before such a channel change should be 
implemented, further research into all of the implications 
of the proposal, besides those on the manufacturer, should 
be conducted. 


ISTRIBUTION systems are seldom created by design. Estab- 
lished patterns tend to develop, and they often stay in force 
for long periods of time. Improvements in distribution have 
largely been the result of chance, competitive pressure, political 
pressure, or of economic necessity.! It is not surprising, there- 
fore, that many distribution systems, methods, and patterns cur- 
rently used by individual manufacturers and by whole industries 
do not fully meet their actual distribution requirements as deter- 
mined by the products which they offer and the markets which 
they serve. The considerable amount of attention which has been 
given to automobile manufacturer-dealer relations in recent years 
suggests that the automobile manufacturing industry is a case in 
point, 
This paper is based upon a study of the retail distribution of 
new cars produced in relatively large volume for the domestic 
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market by major U.S. automobile manufacturers. The objective 
of the study was to investigate the appropriateness of the present 
method and to indicate what, if any, changes might be made to im- 
prove the efficiency and the effectiveness of retail distribution 
from the point of view of automobile manufacturers. The investi- 
gation was intended to be a first approximation pointing the way 
for further studies designed to examine more rigorously particu- 
lar aspects of retail automobile distribution and how the manner 
in which such distribution is achieved bears upon consumers, the 
economy in general, and the present franchised automobile deal- 
ers as well as upon the over-all objectives of automobile manu- 
facturers. Physical distribution from factories to retail outlets 
was of concern only with respect to its historical development. 
The research design for the study was both descriptive and ex- 
ploratory. Moreover, it comprehends a procedure applicable to 
general situations concerned with resource allocation. In view of 
the nature of the study, emphasis was given to qualitative rather 
than quantitative considerations. A considerable amount of in- 
formation appropriate to the purpose of the study was available 
from secondary sources, including studies on related topics, 
books, newspapers, government documents, trade journals, and 
professional journals. This was indeed fortunate since the inten- 
sity of competition for market shares in the automobile manufac- 
turing industry limits the nature and amount of information availa- 
ble for a study such as was undertaken. Informal discussions with 
executives within the industry were helpful, however. 


The Franchise Dealer System 


The findings of this study indicate that the franchise dealer 
system whereby automobile manufacturers sell direct to retailers 
who own and operate their own dealerships, each of whom per- 
forms retail distribution activities for a single manufacturer 
under a franchise agreement, although firmly entrenched in the 
industry, is not now completely adequate to satisfactorily perform 
the retail new-car distribution needs of automobile manufacturers. 
Moreover, from the point of view of automobile manufacturers the 
major weaknesses which now exist in the franchise dealer system 
can be largely attributed to continued use of that system in es- 
sentially the same form and manner for more than forty years 
even though the distribution requirements of the automobile man- 
ufacturing industry as determined by conditions within the indus- 
try, the new cars which it offers, and the views held by typical 
purchasers about them have changed considerably over the years. 
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The lack of flexibility presently available to automobile manu- 
facturers to compete vigorously with each other for sales to po- 
tential new-car buyers in individual market areas is a serious 
weakness in the present method of distributing new cars. This 
situation has grown out of several developments which have oc- 
curred within the industry over the years. One was that the eco- 
nomics of scale and the need by manufacturers to spread heavy 
fixed costs over a large number of units reduced the number of 
firms from hundreds, each typically producing one make of car 
for a particular segment of the market, to three major manufac - 
turers, each producing several makes of cars in an effort to ob- 
tain sales in all segments of the market. Another is that a con- 
siderable amount of pressure has been applied to independent 
businessmen under franchise to sell cars according to standards 
set by automobile factories under threat of franchise cancellation 
and subsequent financial loss. Still another is that retail dealers 
of a specialized type have been sufficiently powerful to induce 
Congressional investigation and to obtain federal legislation de- 
signed specifically to protect their interests. The dealers have 
also been able to obtain changes in the franchise agreement by 
which automobile manufacturers have agreed to limit their flexi- 
bility at the retail level with respect to sales and, moreover, to 
assume greater financial obligation in the event of franchise ter- 
mination. Evidence that automobile manufacturers need a rela- 
tively high degree of flexibility to compete vigorously with each 
other for sales to potential new-car buyers in individual market 
areas abounds in the Congressional hearing held in the mid- 
fifties.” 

The inability of many new and nearly-new car owners to obtain 
satisfactory product service from franchised new-car dealers 
represents another serious weakness in the present method of re- 
tail distribution since owner loyalty to particular makes of cars 


2. Published documents concerning these hearings include those on the Kilgore 
(later the O’Mahoney) Committee, U.S. Congress, Senate, Committee on the Judici- 
ary, Hearings, Subcommittee on Antitrust and Monopoly, 84th Congress, Ist. ses- 
sion, 1955, Parts 6, 7, and 8 on General Motors; U.S. Congress, Senate, Committee 
on the Judiciary, Staff Report of the Subcommittee on Antitrust and Monopoly, A 
Case Study of General Motors Corporation, 84th Congress, lst. session, 1955; the 
Monroney Committee Hearings, U.S. Congress, Senate, Committee on Interstate 
and Foreign Commerce, Report of the Subcommittee on Automobile Marketing 
Practices, 84th Congress, 1st. session, 1955; the Celler Committee hearings, U.S. 
Congress, H. Rep. Committee on the Judiciary, Hearings, Subcommittee on Anti- 
trust, No. 5, 84th Congress, 2nd. session, 1956; and U.S. Congress, H. Rep. Com- 
mittee on Interstate and Foreign Commerce, Hearings, Subcommittee on Automo- 
bile Marketing Legislation, 84th Congress, 2nd. session, 1956. 
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and manufacturers is largely based upon dependable performance 
of their products. 

Pre-delivery service, warranty service, and regular mainte- 
nance service are all more difficult and more important today than 
ever before because of the rapid technological advances which 
have taken place in the automobile manufacturing industry in re- 
cent years. Modern design with high compression engines, power 
applications, suspension systems, and other improvements devel- 
oped by automobile manufacturers increases the difficulty of 
meeting this requirement. Unsatisfactory product service may be 
attributable in part to a widespread shortage of skilled mechanics 
to service and repair increasingly complex automobiles, the in- 
ability of many relatively small franchised dealers to obtain and 
profitably use the equipment and skilled mechanics needed to pro- 
vide such service, and to the level of quality control sought and 
obtained by manufacturers for their cars during the production 
process as well as to poor management by franchised dealers of 
their service departments. 

The use by major automobile manufacturers of separate retail 
dealers wherever possible for each make of car sold in relatively 
high volume in an effort to secure maximum sales effort at the re- 
tail level for individual makes appears to be another serious 
weakness in the dealer franchise system of new-car distribution, 
since it apparently leads to a greater number of retail automobile 
dealers than is appropriate to meet the distribution needs of auto- 
mobile manufacturers effectively and efficiently. From the point 
of view of the individual factories; it was in the past, and may con- 
tinue today to be, appropriate to seek dealers who will handle only 
the make of car which they produce whenever this is possible in 
the hope of obtaining aggressive selling for that make. There is 
reason to doubt, however, that this practice is completely appro- 
priate today to the over-all distribution objectives of automobile 
manufacturers when it is practiced by all factories producing cars 
within a single manufacturer’s product line. 

A recent report suggested that some executives within the in- 
dustry continue to feel each factory should maintain its own dealer 
organization in order to sell more cars, not to fatten the general 
manager’s bonus but to hold the dealers. Moreover, this single 
over-riding consideration is reported to be responsible for what 
on the surface seem to be unaccountable changes in product. Is 
this to say that the product line of automobile manufacturers is 
now formulated to preserve the present dealer organization of 
each individual factory? This seems unlikely since typical buyers 
of new automobiles produced by the major manufacturers today, in 
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contrast with the past, apparently are giving considerably more 
attention to the product line of these manufacturers rather than 
primarily to individual factories or dealers, as may have been the 
case in the past. 


An Alternative Method 


In contrast with the franchise dealer system of retail distribu- 
tion for new cars an alternative method apparently more appropri- 
ate to the needs of major manufacturers of new cars is proposed 
which comprehends the establishment, ownership, and operation by 
each of the major automobile manufacturers of a new type of retail 
automobile dealership designed to handle all of their face-to-face 
relationships with consumers for all makes of cars produced by 
them—including new-car sales, product service, and the distribu- 
tion of parts. It is to be expected, however, that along with im- 
portant advantages which major automobile manufacturers would 
gain by adopting this system important disadvantages would also 
be encountered. 

Such a method would give manufacturers complete control over 
and direct responsibility for their retail distribution activities and 
would presumably permit them to compete vigorously with each 
other for sales to potential new-car buyers in individual market 
areas. Moreover, it would work toward improving the level of 
performance of the cars produced by manufacturers, using such a 
system through closer supervision of pre-delivery, warranty, and 
regular maintenance service as well as through feedback to fac- 
tories of product information essential to effective quality control. 
Under such a method it is reasonable to expect that more complete 
and reliable information concerning probable demand and consum - 
er tastes and preferences would also be obtainable more quickly 
than at present. Local market information such as this is essen- 
tial to effective production scheduling and planning products to be 
offered in the future to potential new-car buyers. In addition, it 
would reduce the number of retail dealerships representing indi- 
vidual manufacturers in many communities and market areas and 
thereby increase the volume of sales per retail outlet to a level 
which would probably more closely approach that required to make 
profitable use of the kind of direction and supervision appropriate 
to effective selling for individual market areas, Also, such a sys- 
tem could be expected to result in a strong retail dealer organi- 
zation capable of executing more successfully than at present its 
part in introducing new makes of cars to potential new-car buyers 
as these may need to be added to a manufacturer’s product line to 
meet changing market conditions, 
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Establishment, ownership, and operation by each of the major 
automobile manufacturers of a nationwide system of the new-type 
retail outlet suggested above would require an additional invest- 
ment on their part, which has been estimated would approach the 
level of their present investment in manufacturing facilities. Even 
though an arrangement such as sale lease-back might reduce sub- 
stantially the amount of capital required to implement such a sys- 
tem, automobile manufacturers would still be committed to bear 
whatever loss might be incurred in operating these retail outlets, 
especially during periods of relatively light demand for new cars, 
a commitment which is presently assumed by the independent 
dealers who represent them under franchise agreements. Such a 
system, according to a view long held in the automobile manufac- 
turing industry, would result in loss of aggressive selling which is 
needed for each make and is obtainable only through separate 
dealer organizations for each make wherever this is possible. 

In addition, the success of such a system might be threatened 
by a return of some of the same problems which faced those auto- 
mobile manufacturers who some forty years ago operated for a 
short time a limited number of retail outlets. Included, for ex- 
ample, were problems such as how to handle the horse-trading 
aspects of trade-ins, the disposition of used cars, the alleged need 
for a buffer between automobile manufacturers and new-car buy- 
ers, and the difficulty in obtaining competent and honest managers 
for retail outlets operated by manufacturers—problems which 
manufacturers of makes produced in relatively large volume, con- 
cluded at that time, were best handled by franchised dealers who 
provided whatever facilities and organization were required and 
moreover assumed whatever risks were involved. The disadvan- 
tages listed above are views which have long been held by the in- 
dustry and although their relevance to industry conditions at pres- 
ent can be questioned on solid grounds, no effort will be made to 
do so at this point. 


Conclusions 


Forward integration to include retail distribution is a logical 
step for major automobile manufacturers to undertake since it 
falls into a pattern which has been established over the years by 
the economics of the automobile manufacturing industry in opera- 
tion. Moreover, a tentative conclusion is that taking this step 
would probably improve considerably the effectiveness of new-car 
distribution in general and retail new-car distribution in particu- 
lar. Although it is not now practical nor desirable for major 
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automobile manufacturers to move rapidly in this direction, from 
the point of view of major automobile manufacturers it appears 
highly desirable and economically sound for them to break away 
from the self-imposed rigidities which go with almost exclusive 
use of the franchised dealer system and to seek, as a long-run 
distribution goal, integration forward to the ultimate consumer. A 
shift in point of view by automobile manufacturing executives from 
preserving the franchise dealer system to forward integration 
could be expected to result in significant improvements in the re- 
tail distribution of new cars even though actual changes in the sys- 
tem might at first be modest. 

The economics of the automobile manufacturing industry has 
resulted not only in a reduction in the number of firms producing 
new cars from hundreds to three major manufacturers, but it has 
also resulted in vertical integration with respect to manufacturing 
and forward integration with respect to distribution. Shortly after 
1910, automobile manufacturers began to move from the use of 
wholesale distributors to their own wholesaling systems; and dur- 
ing the twenties and thirties, they became increasingly involved in 
the affairs of their retail franchised dealers, assuming consider - 
able control over their activities. Stimulated into action by dealer 
complaints and Congressional investigations, automobile manu- 
facturers over the years have increasingly assumed financial re- 
sponsibility for practices which have resulted in economic loss to 
franchised dealers. In essence, then, automobile manufacturers 
have been moving in the direction of forward integration with re- 
spect to distribution for many years; and as competition between 
fewer manufacturers for market shares becomes more rigorous, 
it seems likely that forward integration will continue at an in- 
creasing rate. Therefore, thinking and planning in terms of for- 
ward integration is an effort to structure a new distribution sys- 
tem which will facilitate an orderly transition from a system 
which apparently is no longer completely appropriate to one which 
more adequately meets the distribution needs of major automobile 
manufacturers. 


Recommendations 


While it is recognized that improvement in the retail distribu- 
tion of new cars is highly desirable from the point of view c. 
major automobile manufacturers, this is but one of many points of 
view to be considered. It is, therefore, recommended that further 
study be directed toward determining what effect forward integra- 
tion by major automobile manufacturers to include retail distribu- 
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tion would have upon present franchised automobile dealers, in- 
cluding persons presently employed by them, consumers generally, 
and the economy generally, and also with particular attention to 
the effect of such action upon competition, 

Moreover, it is recommended that further study be undertaken 
designed to obtain increased understanding as to just what is in- 
volved in such a step by major automobile manufacturers and to 
attempt to measure in relatively precise terms both the benefits 
to be gained and the risks which may be incurred, thereby giving 
some indication as to how far forward integration should be pur- 
sued, if at all. It would seem desirable in a study of this nature 
to include actual field experiments of the proposed alternative re- 
tail distribution system on a limited scale under appropriate con- 
ditions, It is to be hoped that such studies as suggested here can 
be undertaken in the near future so that whatever steps can be 
taken by the major U.S. manufacturers to bring retail distribution 
of new cars into line with the tasks to be performed can soon be 
implemented and thereby result in a better allocation of the coun- 
try’s resources, 


43. THE POSITION AND STATUS 
OF RESEARCH WITHIN THE 
MARKETING FUNCTIONS OF 
THE SHOE MANUFACTURING 

INDUSTRY 


George L. Herpel* 


The purpose of this dissertation is to investigate the extent 
of marketing research within the shoe manufacturing indus- 
try. Although the present position and status of marketing 
research is at a fairly low level, the importance of research 
to better and more profitable management is recognized. 
Developments since the completion of this thesis three 
years ago support the conclusion that progress is being 
made but that the industry still has a long way to go. 


LTHOUGH it has been six years since the background material 
for this dissertation was first collected, and the actual publi- 
cation of the findings was three years ago; it is felt, neverthe- 
less, that the conclusions are still pertinent to the shoe manufac- 
turing industry. Furthermore, because this study is one of the 
few which have been made in the shoe manufacturing industry, and 
because this industry is considered one of the basic consumer es- 
sentials, circumstances surrounding the evolution and growth of 
shoe manufacturers will probably have some continued interest in 
the future for business students and writers. 

Recognizing the values that can stem from marketing research, 
that in certain instances the data can be developed with little ad- 
ditional cost in some of the companies studied, and that to some 
extent the shoe manufacturing industry will become more scien- 
tific in its approach to marketing problems; it was originally felt 
that this study of manufacturers was worthwhile. It was also 
anticipated that certain suggestions could be made after the status 
of marketing research had been determined for the industry. 


*George L. Herpel, Director of Management Training and Development, Inter- 
national Shoe Company. Dr. Herpel earned his doctorate at St. Louis University. 
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Particular emphasis in the study was given to the organization 
within the corporate structure which was carrying out the re- 
search activities, the various sources of information which were 
utilized, the methods used in gathering and analyzing the data, and 
finally the ultimate uses of the information, 

Briefly, the plan of methodology was to investigate available 
literature within the shoe manufacturing industry, to create and 
execute a field survey to get more comprehensive and complete 
data, and to use personal interviews whenever possible. A pilot 
questionnaire was formulated and tested on 50 manufacturers 
prior to the extension of the survey. Following this, it was ex- 
tended to 500 manufacturers which were selected at random from 
lists of shoe manufacturers available in various directories. An 
element of judgment was introduced into the selection, however, 
since the 25 largest manufacturers were all included on the ques- 
tionnaire list. 

In addition to this, approximately 100 interviews were con- 
ducted with people directly involved in the footwear industry. 
These included executives representing many of the shoe manu- 
facturers, consultants associated with the industry, association 
personnel, and editorial men on the various trade publications. 
To avoid company or personal bias, the survey was set up inde- 
pendent of any company and carried out through the facilities, and 
at least the implied sponsorship, of St. Louis University. 

It was realized there would be natural limitations associated 
with this study. For example, because of the large number of 
small firms which had to be contacted, a rather broad interpreta- 
tion of the term ‘‘market research’’ had to be taken. Particularly 
in the small companies, a limited amount of sales analyses were 
being made on internal data, but very little activity was being car- 
ried on beyond this general area, 

In many cases, the personnel doing the analyses were carrying 
out the function on a part-time basis. Some of the people inter- 
viewed actually had a much better concept of what they could and 
should be doing in the way of distribution cost analysis and in re- 
gard to their larger marketing problems, but this was not evi- 
denced in their activities. A significant number of letters were 
returned with the questionnaires indicating that plans were at 
least being formulated to do a better job of marketing planning. 
The comments were to the effect that the people concerned hadn’t 
found sufficient time to get their programs started. 

One brief observation worth mentioning is that the shoe indus- 
try has been criticized from both within and without for its lack of 
cooperation on mutual projects. Some people felt that this attitude 
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would have a decided effect on the results of this study since the 
manufacturers would be very reluctant to participate in anything 
involving a disclosure of their own operations. However, this did 
not prove to be the case. Cooperation was very good and indicated 
a possibility of greater mutual efforts on future projects. 

Considering the findings of the survey, one of the most obvious 
was the small number of companies that were using marketing re- 
search and the restricted areas in which these firms were gather- 
ing data. The most common types of activities were research on 
competitive methods and products, plus a degree of sales analysis 
for the determination of various market potentials. These were, 
in turn, used to delineate sales areas for territory assignment, 
and for quota setting. Limited activities were carried out in re- 
gard to sales forecasting, sales promotion, packaging effective- 
ness and methods of evaluating independent or franchised and com- 
pany owned retail stores. 

Virtually no research was done on such items as greater utili- 
zation of reserve productive capacity, methods of affecting per 
capita consumption, or the analysis of consumer buying patterns 
which, in turn, are associated with the trend of downgrading in 
unit purchases, There was an expression of awareness on the 
part of the respondents that research would undoubtedly reveal 
ways to increase profitability; but a significant number of people 
said that they could not see their own way clear to initiate such 
research, 

Two major attitudes were encountered in virtually all of the 
written and verbal contacts with the industry personnel. The first 
was the prevailing belief that the shoe industry is geared entirely 
to price competition and that the prime method of increased sales 
is to reduce manufacturing costs so that lower prices can be used 
to influence the retailers’ purchases. Very few efforts are made 
in ‘‘creative marketing’’ activities. The second attitude is that 
shoe consumption is a factor or population change and that, con- 
sequently, little can be done to increase per capita sales. 

In spite of the conclusions drawn from this study and the ab- 
sence of major changes in consumer buying patterns, there have 
nevertheless been some apparent and significant changes in the 
three years since completion of this thesis. Perhaps one is more 
aware of these advances because of the lack of scientific market- 
ing management which was apparent up to a few years ago. How- 
ever, in certain quarters there is an increasing awareness of the 
need for more marketing research data, for better decision-mak- 
ing, for a clearer determination of corporate objectives, for es- 
tablishing marketing policies and effective market strategy, for 
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development of standards and controls, and for building a history 
and adequate records so that within a few years reasonable com- 
parisons can be made for certain marketing functions. There is 
still not much awareness that the object of the marketing process 
is the ultimate consumer and that this will be the determining 
factor for marketing success. 

There are several things to substantiate the contention that 
some progress has been made. A book! was published in 1959, 
under the authorship of Dr. Harry Hansen, professor of business 
administration in the Harvard Graduate School of Business Ad- 
ministration, concerning the shoe manufacturing industry. This 
study was made with the financial backing of the Nationai Sisce 
Manufacturers Association. Dr. Hansen spent almost two years 
collecting background information for his publication, 

In the foreword, by Merrill Watson, Executive Vice-President 
of the National Shoe Manufacturers Association, it is pointed out 
that the ease of entry into the shoe manufacturing business has 
been a prime factor in its history, along with the simplicity of 
shoe technology which has shown few major changes over the last 
three decades. He further states, ‘*management methods in pro- 
duction and merchandising in many cases have resisted change, 
and the industry evolution has been slow compared to the pace of 
American industry generally. Competition is extremely keen and 
the industry has been marked by low profit margins.’’ 

In the preface Dr. Hansen points out, ‘‘There are too many 
manufacturers trying to find out what others are doing when few 
of them actually know what they themselves are doing.”’ 

A great deal of text matter in the book substantiates what was 
covered in my thesis and furthermore covers what can be done to 
establish research as an important phase of marketing efforts. 
Various chapters deal specifically with population factors, mar- 
keting research, product policy, distribution, advertising and 
sales management. A great deal of the content is devoted to il- 
lustrations on how marketing research can be employed by shoe 
companies of different sizes. Techniques and methods are dis- 
cussed and explained, particularly in regard to research on prod- 
ucts and services, research on markets, and research on sales 
methods and policies. 

The National Shoe Manufacturers Association itself has become 
much more helpful to those companies without research facilities 


1. Harry L. Hansen, A Study of Competition and Management in the Shoe Man- 
ufacturing Industry (New York; National Shoe Manufacturers Association, 1959). 
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—in certain cases actually assisting the management in setting up 
research functions within the company. In the most recent publi- 
cation issued by the association entitled, ‘‘The 1961 Shoe Market’’ 
a major part of the material is concerned with research in mar- 
keting functions, Marketing concepts are discussed, territorial 
potentials are analyzed, production trends are covered, geographic 
differences by shoe types are discussed, metropolitan areas and 
segmented population projections are listed. These are all im- 
portant to manufacturers who are establishing or extending their 
research facilities. 

In the conclusions and recommendations reached in my thesis, 
several longer range observations were made, With the increased 
utilization of computers and punch card data processing, market- 
ing information will be available on a broader, more accurate and 
faster basis. Manufacturers have a great deal to do in self-edu- 
cation in regard to scientific management concepts and marketing 
research benefits. Different levels of management must likewise 
be trained in these areas, Ultimately, research will be used to 
determine what is sold, cost of the sale, who bought the product, 
who made the sale, where the product was sold, and profitability, 
effect on inventory, and how all of these factors compare with the 
past records, 


XUM 


44. MEASUREMENT AND EVALUATION 
OF SALESMEN’S PERFORMANCE 


Wayland A. Tonning* 


The purpose of this dissertation is to study the evolution, 
development, application, and significance of the meas- 
urement and evaluation of salesmen's performance. Several 
methods of measurement and evaluation are described. 
Since sales efficiency depends directly upon these man- 
agement functions, continued study and research in this 
field is recommended. 


HIS dissertation is a study of the evolution, development, ap- 

plication, and significance of measurement and evaluation of 
salesmen’s performance. It assembles, classifies, presents, and 
analyzes appraisal methods. The sparseness of literature in the 
subject area prompted this study. Existing literature in academic 
and trade journals, related library material, and empirical in- 
vestigations represent the sources of data. Empirical studies in- 
clude extensive surveys among salesmen and sales executives 
plus ‘‘on-the-job’’ experiments, 

Brief attention is focused upon historical factors that are be- 
lieved to have influenced early developments in salesmen’s per- 
formance appraisal. The ‘‘flash-back’’ confirms some interest in 
these functions for more than a century. However, the publication 
of Professor Ross Cunningham’s ‘‘Measuring Salesmen’s Per- 
formance’’ in the Harvard Business Review, November, 1935, is a 
bench mark for scientific investigation of the subject. Likewise 
and incidentally, his study is cited in my dissertation as one of the 
works that ushered-in the Marketing Management concept. 

Progress in measuring and evaluating salesmen appears to 
have stemmed from a three-pronged awareness: 1) that a firm’s 
primary source of fresh revenue is the sale of its goods or serv- 
ices, 2) that the salesman is the vital link between producers and 


*Wayland A, Tonning, Professor of Marketing, Memphis State University. Dr. 
Tonning’s doctorate was earned at the University of Illinois. 
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consumers or users, and 3) that the salesman’s role in the Ameri- 
can economy is irreplaceable at one or more stages of distribu- 
tion. Therefore, it is incumbent upon sales management to get the 
best from its salesmen; and what constitutes their best can be de- 
termined only after measuring and evaluating their performance. 

Salesmen must be assessed because there are differences be- 
tween them, There would be no point in assessment save that 
some are better than others. That is, every salesman is as good 
as, better than, or poorer than others in relation to something. 
When the superiority cannot be credited to a better opportunity to 
make sales, these relationships become important considerations. 
Because of these relationships measurement has been merged 
with evaluation; and, further, difficulty factors in measurement 
and evaluation of salesmen’s performance that affect performance 
are classified as they relate to the salesmen, the territory poten- 
tial, its physical layout, the competitive conditions, windfall ac- 
counts, non-repeat sales, services rendered to ‘‘house accounts,’’ 
point o1 sale versus point of delivery or use issues, and others. 
Duties not affecting salesmen uniformly must be considered in 
the assessment. 

Sources of performance data are company records, salesmen’s 
reports, and observation of salesmen as they perform their selling 
and non-selling duties. 

Four methods of assessment are developed in this study: 1) 
personal observation, 2) related activities, 3) profitability studies, 
and 4) pre-determined gauges. Many firms make concurrent use 
of two or more methods; however, surveys indicate that the ma- 
jority (using any method) rely solely on personal observation. 

As a method of appraisal, personal observation ranges from 
off-hand guesses, tempered with wishful thinking, to comprehen- 
sive rating systems executed by trained observers using elaborate 
rating forms. From a multitude of unclassified rating forms, 
ranking, check-list, graphic, and numerical forms tended to be 
representative for demonstration purposes, 

Ranking is a forced distribution approach to determine the 
relative worth of salesmen doing similar sales work. This rating 
requires only a simple listing of salesmen graduating down from 
the best. This is a ranking of whole men. A modified forced dis- 
tribution is a ranking of each man’s attributes and activities held 
to be important to the particular sales job. 

Check-list consists of two listings—one down the left giving 
rating items, the other across the top indicating degrees of ex- 
cellence. The rater checks each rating item under the proper 
descriptive adjective, based on personal observation. This form 
is widely used, including the U.S, Army Officer Rating System. 
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Graphic lists rating items; but instead of a check-off, a written 
assessment is made. Horizontal bars, providing for percentage of 
perfection, were found to be a popular alternative. 

Numerical is a form whereon points are awarded for each 
rating item, and a total of the points gives the value of a salesman 
relative to an ideal salesman. This form has been reproduced in 
several sales management textbooks. It is quite flexible and is 
frequently used in conjunction with the objective methods, Per- 
sonal observation is classified as subjective and semi-subjective. 

The first of the objective assessment methods, related activi- 
ties, compares salesmen’s accomplishments with the activities 
required to create them. Time analysis and functional analysis 
are the approaches used. The time approach answers the ques- 
tions, ‘‘What do my salesmen do, and how long do the operations 
take???’ This approach applies to salesmen who call on customers 
with some degree of regularity—route, wholesale, or dealer serv- 
ice salesmen, The functional approach answers the questions, 
‘*What motions of salesmanship do they perform, and what are the 
relationships between these acts and accomplishments?’’ This 
approach applies to those sales jobs that, to a great extent, defy 
standardization by time. Tests using an integrated time and func- 
tional approach not only found answers to the above questions but 
produced some qualitative answers; such as more precise knowl- 
edge of the selling methods used, the effectiveness of selling 
methods used, and the frequency of their use. 

The second objective method, profitability studies, assesses 
salesmen’s performance in relation to returns on the sales invest- 
ment. Again, two approaches were used: a standard of perform- 
ance and a best sales mixture. In the first, sales-cost ratios de- 
velop valuable salesmen’s performance criteria. Much work is 
needed in distribution cost accounting at the level of the individual 
salesman. In the second approach, profit is held to be a function 
of the product mixture as much as a function of the sales volume. 
Here, a profitability profile was introduced. Products or families 
of products were arranged into profit groups. The salesman’s 
sales volume, in percentages, was plotted by profit groups. Con- 
necting the plotted points developed his profitability profile. Using 
the profiling technique, each salesman’s sales mixture may be 
compared directly with another salesman’s achievements, the 
company’s total sales, the company’s ideal mix, or the salesman’s 
annual sales mixture can be compared with a longer or shorter 
period of his own sales record. This is made possible because 
all comparisons are in percentages. The profitability profile is 
quite flexible and it represents an entirely new concept. 
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The third objective method, pre-determined gauges, is a pro- 
jected approach, Sales forecasting, sales budgets, and quotas 
make up the framework, While the sales forecast is a statement 
of what can be done, and while the sales budget produces the end 
results of a plan for spending, the quota is a dictum of what to do. 
Although the sales quotas have been used for many years in that 
‘‘what to do’’ role, their secondary use as a measuring device has 
not had the long tenure. 

The empirical investigations (surveys and experiments) con- 
firm much of the study. However, this dissertation can be viewed 
as providing little more than guide lines for future research. 
Specific recommendations in the concluding chapter point to a 
number of remaining questions, 

The subject is vast and the functions are important to the ad- 
vancement of the science of marketing. Let me conclude with the 
opening statement of this dissertation, which was actually com- 
posed after the entire study was completed. 


Measurement and evaluation of salesman’s perform- 
ance are vital sales management functions. They consti- 
tute the keystone of successful sales enlistments, train- 
ing, supervision, motivation, and compensation. These 
functions, effectively used, strengthen marketing manage- 
ment by objectively locating promotable salesmen. 


XUM 


45. RETAIL STORE HOURS: 
PROBLEMS AND PRACTICES 


H. Nicholas Windeshausen* 


The purpose of this dissertation research is to explore the 
development and present status of night hours and Sunday 
openings of retail stores. Based on secondary source ma- 
terial and extensive interviewing in Nebraska, the report 
is concerned chiefly with retailers’ attitudes. General ob- 
servations on evening hours and Sunday openings are pre- 
sented. 


ee NE of the most controversial issues facing retailing today is 

that of store hours and particularly night openings,’’! This 
is a statement made, in 1953, by J. Gordon Dakins, Executive Vice 
President of the National Retail Merchants Association, and it ap- 
pears to be as true today as it was then. 


Statement of the Problem 


All retailers have the problem of deciding what hours of oper- 
ation to adopt in their places of business. Decisions must involve 
not only the hours of the day but also the days of the week. These 
decisions may be based upon customer needs, the type of products 
sold, and what the competition is doing; or they may be the result 
of a combination of factors including management’s opinions not 
only of the various technical factors in the selection of open hours, 
but also what management wants to do. The question of Sunday 
openings and of evening openings has taken on new significance in 
recent years as many retailers are staying open during these 
hours, 


David J. Luck, in his study ‘‘Store Hours for Shopping Goods 


*H. Nicholas Windeshausen, Instructor in Business Organization and Manage- 
ment, University of Nebraska. Mr. Windeshausen is a candidate for the doctorate 
at the University of Nebraska. 


1. J. Gordon Dakins, ‘‘Some Conclusions on Night Openings,’’ Stores, June, 
1953, p. 13. 
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Retailers,’’ stated in 1947, that ‘‘few present-day problems facing 
retailers are more perplexing or more controversial than that of 
the hours during which their stores should be open. The decision 
might be rather easy for a retailer if he could decide it merely 
for himself, without reference to others,’’? 

George Plant, in his study ‘‘Store Hours and Employee Sched- 
ules,’’ stated that, ‘‘the problem is basically local in character. 
Few, if any, communities have the same identical problems or 
shopping needs. . . The correct and profitable solution varies by 
the realistic shopping requirements of the individual community 
and not by copying the pattern of some other community where 
differeat conditions prevail or where it may be working of a fal- 
lacious premise itself.’’® 

A number of questions arise as the retailer attempts to deter- 
mine what hours to serve the public. Included in these are the 
following: 


1. How many ‘‘open hours’’ are needed? 

2. Which days of the week and which hours of the day are most 
practical or most beneficial? 

3. How many hours should employees work per week? 

4, What effect do competitors have upon store hour policies? 

5. Is store location a factor influencing open hours? 

6. Is the type of store or the type of products sold an influ- 
encing factor? 

7. Do increases in population affect retail store hours? 

8. Is a five-day week practical for retail establishments? 

9. What problems are involved in Sunday openings? 


In addition, various states have taken action relating to Sunday 
selling with ‘‘blue laws’’ and this action in turn has complicated 
the retailer’s position, 

Although the results of a letter survey which I am doing of 
existing state laws governing Sunday open hours have not been 
completely tabulated and analyzed, it appears that there is a wide 
variation in the laws from ‘‘no state laws,’’ leaving this control to 
the municipalities, to specific laws covering retail store hours on 
Sunday. For example, according to an act which became effective 
July 17, 1959, in Ohio, ‘‘no person, firm, or corporation shall en- 
gage in common labor or suffer or permit a building or place to 


2. David J. Luck, Store Hours For Shopping Goods Retailers, (Urbana: The 
University of Illinois, 1947), p. 3. 

3. George L. Plant, Store Hours and Employee Schedules, (New York: Store 
Management Group, National Retail Dry Goods Association, 1952), p. 60. 
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be open for transaction of business, or require a person in his 
employ or under his control to engage in common labor or to open 
a building or place for the transaction of business on Sunday... 
This section does not apply to work of necessity or charity, and 
does not extend to persons who conscientiously observe the sev- 
enth day of the week as the Sabbath, and abstain thereon from do- 
ing things prohibited on Sunday.’’* The list is long, however, as 
to those areas of business to which this section of the law shall 
not apply. 

In addition to the various state laws, many cities have, or are 
planning, other regulations which will have an effect on retail 
store hour practices. For example, the following is on the books 
in one city, ‘‘. . .all places of business from which groceries, 
meat, fish, or poultry are ordinarily sold shall be closed on Sun- 
day except during the hours as specified; provided, however, that 
this section shall not apply or extend to those who conscientiously 
observe the seventh day of the week as the Sabbath. . .’”® 

It is doubtful that either state or municipal legislation is the 
answer to the controlling of retail hours of operation on Sundays. 
The above indicates a few of the many problems that a retailer 
faces as he attempts to determine ‘‘the proper hours of operation’’ 
for his establishment, 


Scope of the Study 


For a complete analysis of the problems confronting retailers 
in determining the most efficient and the most practical hours of 
operation, a number of approaches are possible. For example, 
owners or managers of retail establishments could be questioned. 
This could be accomplished through one of several methods of in- 
terviewing, such as personal interviews. 

Retail employees may have some influence upon store hour 
practices and policies. Their opinions could be obtained through 
interviews with a number of employees in various types of estab- 
lishments to determine if there is a relationship between ‘‘em- 
ployee opinions’’ and store hour practices. 

If the assumption is made that the store hours selected should 
be those which will best serve the customer, then the consumer 
may be questioned to secure valuable information to be used in 
determining the establishment’s open hours, 


4. Section 3773.24 of the Revised Code of the State of Ohio. 
5. From a report by the manager of the Kearney, Nebraska, Chamber of Com- 
merce. 
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In addition to those previously noted, other factors could be 
considered for the purpose of determining retail store hours of 
operation, Studies of related areas may be of aid to management 
in making sound decisions on store hour policies. A study of the 
historical planning and development of retail store hour practices 
and policies could be made and compared to current retail store 
hour practices to help the retailers to determine whether current 
practices are accomplishing the stated objectives. 

David J. Luck® points out that competition, employees, effi- 
ciency of operations, and customers should be considered in order 
to select the ‘‘best’’ open hours. He states that if the various re- 
tailers take the long view they will give customer and employee 
interests the weight which is due them. If this long view is taken, 
retailers will study carefully all factors involved. In addition, the 
retailers will understand that lack of uniform hours is a nuisance 
as far as shoppers are concerned and it is not the total number of 
hours but the ‘‘best’’ open hours which brings maximum business, 
Actually, retail store hours are a community problem to be worked 
out cooperatively and not a private matter for competitive snap 
judgment, 

This study will primarily pertain to an analysis of the works 
of others concerning the subject, a personal questionnaire survey 
of top retail management people, and a letter survey of state laws 
affecting retail hours of operation. 


Sources of Material 


Extensive use was made of secondary sources of material in 
order to trace the historical development of retail store hours and 
to determine the significance of this historical background in cur- 
rent retail store hour practices. Secondary data were found in the 
usual locations, including the library, the state capitol, the histor- 
ical society, and in other state and private offices. In addition, 
many personal contacts were made with retail merchants and with 
other businessmen. 

An examination of this literature and information reveals the 
controversial nature of retail store hours of operation. Some 
executives are sure that night openings and Sunday open hours are 
profitable. Others are equally sure that this is not true. Asa 
matter of fact, some feel that the sales volume is not sufficient to 
cover the cost of utilities, much less to be profitable. 


6. Luck, ibid., p. 7. 
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From these sources a questionnaire was prepared, tested, and 
used to obtain data from owners or managers of the various retail 
establishments in selected cities’ in order to Cetermine what cur- 
rent practices exist and what management “‘elieves the practices 
should be. The questionnaire covered such factors as opening and 
closing hours, total weekly open hours, day or days with most 
traffic and with least traffic, types of services offered, effect of 
competition, employee attitudes, as well as questions concerning 
evening hours of operation and Sunday openings. 

The data obtained from the secondary sources as well as from 
the surveys will be used in the preparation of this study in accord- 
ance with the purpose stated below. 


Statement of Purpose 


The purposes of this study are (1) to determine what has hap- 
pened historically in the development of retail store hours; (2) to 
determine the influence of various laws upon retail store hour 
policies; (3) to determine what management of retail establish- 
ments believes are the strong and the weak characteristics of 
present store hours; (4) to determine from an original field in- 
vestigation the current practices in various types of retail estab- 
lishments in selected cities; (5) to determine if there is a signifi- 
cant difference in management opinions and practices according to 
the size of the establishment as measured by the number of em- 
ployees; and (6) to analyze the available data and to present the 
findings along with conclusions and recommendations reached 
through the study. 

A careful study on this subject will be an aid to retailers, to 
trade associations, to city planners, and to students of retailing in 
making decisions about retail store hours, There is a definite 
need for studies of this nature to supply retailers with the best 
possible information on’‘this subject as the proper selection of re- 
tail store hours of operation has a significant bearing upon the 
retail establishment’s success. This study will, undoubtedly, 
point up new areas for further research and study as certain ques- 
tions will go unanswered. 


7. Retail Store Hour Survey In All The Nebraska Cities Of 10,000-20,000 Pop- 
ulation, was ‘‘Prepared under the Management Research Grant Program of the 
Small Business Administration’’ by Robert H. Cole (Project Director) and H. Nich- 
olas Windeshausen (Assistant Project Director), Nearly 1,700 personal interviews 
with top management people in the various types of retail establishments were 
completed for this project in the selected cities of Beatrice, Columbus, Fremont, 
Kearney, Norfolk, North Platte, and Scottsbluff, Nebraska. Anticipated date of pub- 
lication is early 1961. 
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Some Observations 


As this project is in process and has not been completed, de- 
tailed conclusions cannot be stated at this point. However, it ap- 
pears that certain observations can be noted; and as it is evident 
that there is a great deal of interest in the profitableness of even- 
ing hours of operation and the need for Sunday hours, these two 
areas are given particular attention in this paper. 

Evening Hours of Operation. Despite the fact that there is a 
trend toward more evening hours, there is definitely a difference 
of opinion on the part of merchants as to whether night openings 
are desirable. Those retailers who favor evening store hours 
contend that dollar volume at night frequently tops day-time shop- 
ping. They further point out that the housewives with young chil- 
dren find night shopping a real convenience. Also included in 
their comments is that more family shopping is done at night. On 
the other hand, the merchants who are opposed to evening hours 
point out that much of the night-time dollar volume would be ob- 
tained in the day-time anyway and that the increase in overhead 
does not justify the evening hours of operation. Another objection 
frequently stated is the resentment against night work by em- 
ployees. 

In answer to the question,® ‘‘Would you like for the downtown 
stores to stay open one night each week?’’ 48 per cent of those 
customers interviewed in a Columbia, Missouri, survey answered 
‘‘ves.’’ However, only 24 per cent of the respondents had actually 
shopped downtown at night. Just how helpful is a consumer survey 
as a factor in determining store hours? Is it possible that as con- 
sumers we are not sure what we want? 

In this same survey Columbia merchants were asked to ex- 
press an opinion as to whether the stores should remain open one 
night each week as a regular practice. Forty per cent of the mer- 
chants answered in the affirmative. However, 57 per cent indi- 
cated that they would stay open if there was concerted action on 
this by the downtown merchants, 

In the current Nebraska survey the question, ‘‘In your opinion 
are night openings profitable?’’ was asked of top management. Al- 
though the tabulation is not complete for all types of establish- 
ments, the answers to this question indicate, for example, that 
over one-half of the druggists interviewed believe that evening 


8. Report Of A Study Of Consumer Shopping Patterns In Columbia, Missouri, 
published by University of Missouri, January, 1952, p. 12. 
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hours are not profitable. It is interesting to note, however, that 
many of these druggists are open at least one evening per week. 
Apparently retail druggists prefer to be closed in the evenings but 
recognize that customers need at least emergency prescription 
service extended to them during the closed hours, 

In general, the shift to night selling can be explained in part 
by the facts that people have more time to shop after working 
hours, that the five-day week has changed Saturday—the tradi- 
tional peak shopping day—into a ‘‘stay-at-home day,’’ and that 
many families use the week-end for recreational purposes. 

Sunday Hours of Operation. The following resolution was 
adopted at the National Retail Merchants Association’s Annual 
Convention in January, 1958: ‘‘We urge that all stores be closed 
on Sunday except those primarily engaged in selling articles abso- 
lutely necessary to the health and well being of the community.’’® 
However, what types of businesses sell articles which are abso- 
lutely necessary to the health and well being of the community — 
grocery stores? drug stores? gasoline service stations? depart- 
ment stores? 

Although this is primarily a ‘‘local’’ problem, it does have na- 
tional significance. As stated previously, a number of states have 
taken legislative steps to curb and control Sunday selling. In fact, 
it is possible that the Supreme Court will be asked to rule on the 
constitutionality of the ‘‘blue laws.’’ 

Not only do Sunday retail store hours bring forth questions 
pertaining to the profitableness of, or the need for, these open 
hours, but there is also the religious aspect of Sunday business 
hours. For example, a Protestant clergyman who has studied 
both sides of the issue states that although customers may like 
and even prefer to shop on Sunday, this is not fair to the sales- 
man or owner as the customer brings his family along but the 
seller is separated from his family.?° 

Some of the objections stated to Sunday openings include: (1) 
that Sunday business provides unfair competition to merchants who 
‘fabide by local ordinances’’ and are open only 6 days a week, (2) 
that it affronts the religious majority, (3) that it is unfair to labor, 
and (4) that it upsets the traditional pattern of work, worship, and 
recreation.!4! On the other hand, those who favor the Sunday 


9. ‘*The Case Against Sunday Openings,’’ Stores, December, 1958, p. 48, 
William O. McGill. 

10. ‘‘Extra Profits—At a Price,’’ Dun’s Review and Modern Industry, Febru- 
ary, 1958, p. 39. 

11, ‘‘Sunday Driver Becomes Big Market,’’ Business Week, June 8, 1957, p. 62. 
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business hours point out: (1) that this allows for a family shopping 
day, (2) that most employees do not work seven days a week, (3) 
that Sunday is a ‘‘good business’’ day, and (4) that it is impossible 
to close ‘‘all’’ retail establishments on Sunday so why try to con- 
trol certain ones, 

No attempt was made in the Nebraska survey to obtain infor- 
mation from the individual retailers as to their religious views, 
However, in an analysis of the ‘‘no’’ replies to the question, ‘‘Do 
you think businesses in your line should remain open on Sunday ?’’ 
it was found that many of the druggists stated that Sunday should 
be a ‘‘church’’ day and a day of rest. 

Although most druggists interviewed stated that Sunday busi- 
ness hours are necessary for their type of establishments, prac- 
tically all of them were quick to point out that they believe ‘‘a few 
hours’? on Sunday would be sufficient to meet the ‘‘needs’’ of the 
consumer. As a matter of fact many of the druggists expressed 
the belief that the several drug stores in a given city could well 
rotate ‘‘Sunday hours’’ among the various stores. This is cur- 
rently done in some cities today. 

Some other observations from the Nebraska survey reveal that 
about 60 per cent of the druggists were satisfied with their present 
hours of operation. Of those who expressed dissatisfaction with 
their present hours very little can be reported as to better ar- 
rangement or scheduling of open hours, Fewer operating hours 
per day, fewer total open hours per week, possibly later opening 
hours in the morning were stated as desirable changes. Alternate 
Sunday openings and closed-hour emergency prescription service 
to be extended instead of evening openings and Sunday openings 
were the more common suggestions made to improve upon drug 
store hours of operation. 

It is of interest to note that over 75 per cent of the druggists 
interviewed expressed a desire to cooperate with other druggists 
and other retailers, in establishing uniform store hours of opera- 
tion. No reason was given nor was inquiry made of those who in- 
dicated that they would not adjust their store hours of operation 
according to the wishes of the majority of businesses, 

In conclusion, it appears that retail store management is con- 
tinuously confronted with the problem of store hours. For exam- 
ple, at least one of the cities included in the Nebraska survey has 
changed ‘‘shopper’s night’’ since the survey was made. 
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46. AN ANALYSIS OF THE PROCESS 
OF NEW PRODUCT IDEA 
EVALUATION FOR 
CONSUMER GOODS 


James H. Wolter* 


The purpose of this study was to determine how manage- 
ments of companies with well-organized programs select 
ideas for new products. Data were gathered from twelve 
case studies and from company practices documented in 
business literature. This study of the idea evaluation proc- 
ess included examination of (1) the management philoso- 
phies that underlie the new product idea evaluation deci- 
sion, (2) the persons in the organization responsible for 
idea evaluation, (3) the procedural steps followed in the 
process, and (4) the internal and external considerations 
that influence the decision. Methods of new product idea 
evaluations are described. 


LL products begin with ideas, From these raw materials re- 
sult either successful new products or failures. During recent 
years, business management has sought ways to improve the pro- 
portion of successes. One means of making the development pro- 
gram more effective is better initial selection of new product 
ideas. 

During the idea phase of development, proposals are received 
from a variety of internal and external sources, Then they are 
judged to determine whether their development would be beneficial 
to the firm. The appraisal at this stage differs from later ap- 
praisals in that normally no physical product is present to be 
examined, nor are there tentative marketing or production plans 
to be evaluated. The basic idea itself is on trial. 


*James H. Wolter, Assistant Professor of Business Administration, Flint 
College, The University of Michigan. Dr. Wolter’s doctorate was earned at Indiana 
University. 
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The purpose of this study was to determine how the manage- 
ments of companies with well-organized programs choose the con- 
sumer product ideas they believe should be further developed. 
Data were gathered from twleve case studies and from company 
practices documented in business literature. From these data was 
developed a non-mathematical appraisal model. The study of the 
idea evaluation process included examination of (1) the manage- 
ment philosophies that underlie the new product idea evaluation 
decision, (2) the persons in the organization responsible for idea 
evaluation, (3) the procedural steps followed in the process, and 
(4) the internal and external considerations that influence the de- 
cision, 

The philosophical background to this decision-making process 
is found in the written or unstated policies originating from top 
management, Product policies contain two elements essential to 
appraisal—new product objectives and scope. General new prod- 
uct objectives derive from the company’s over-all goals, but they 
must be refined into specific statements of what is desired in new 
products if they are to be meaningful to executives making product 
decisions. The scope of new product interest is also an important 
guide to evaluation. This can be defined as not only the external 
boundaries of the search area for potential new products but also 
the internal limitations placed on new product possibilities. 

The responsibility for idea evaluation is usually assigned to the 
executive or group of executives in charge of the operational co- 
ordination and control of the development program. This function 
may be given to a new product department, a new product com- 
mittee, the chief technical executive, the chief marketing execu- 
tive, or others in the firm depending on the basic organizational 
plan for new products. 

Most companies divide new product evaluation into two basic 
steps. The first, often called preliminary screening, is the initial 
appraisal whereby ideas are examined quickly to determine their 
general suitability to the company. In may companies this is ac- 
complished by a ‘‘key factor’’ analysis—that is, by examinations 
of only a few essential criteria. Generally, the criteria examined 
by this method are conceptual soundness, scope of new product in- 
terest, technical feasibility, sales potential, and sometimes other 
factors pertinent to special objectives of the firm. In other com- 
panies, a more detailed analysis is undertaken, one which closely 
resembles the second general step of evaluation. Usually, when 
this is the case, laboratory or engineering time will be expended 
on exploratory development before further judgment of the idea 
is made, 
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The second part of evaluation is often called technical and 
economic analysis. In this stage, new product executives examine 
in detail all the aspects of the product idea that would lead to 
eventual market success or failure. At this time, many individ- 
uals and departments throughout the firm may be consulted for 
information contributing to the analysis. Among the common 
areas for examination are the following: 

1. Conceptual analysis—the general characteristics of the 
proposal that make it an attractive possibility for fulfilling the 
firm’s innovation objectives. 

2. Developmental considerations—developmental ‘‘fit,’? tech- 
nical feasibility, expected life span of the new product, and de- 
velopmental time and cost. 

3. Marketing considerations—marketing ‘‘fit,’’ the effect of 
current and anticipated competitive products on the proposed 
product, market analysis and sales estimates, basic price strate- 
gy, sales effort required, physical distribution analysis, servicing 
requirements, packaging problems, and effect of the proposed 
product on other products presently in the line. 

4. Production considerations—production ‘‘fit,’? production 
feasibility, and cost of manufacture. 

5. Legal considerations—patent and copyright criteria, and 
legal restrictions on sale. 

6. Financial considerations—availability of funds for develop- 
ment, and financial summary data. 

This information is gathered and summarized, often by means 
of a standardized appraisal form. The most common method of 
summary is a pro forma profit-and-loss statement that combines 
sales estimates with cost figures to provide a measure of potential 
profitability. In addition, time schedules, product profiles, and 
occasionally mathematical evaluation models may be included as 
summaries, 

In many companies, three series of approvals are needed be- 
fore an idea is authorized as a project. The first of these may be 
segment approvals required of the heads of some functional areas 
of development. For example, a segment approval might be re- 
quired of the executive in charge of marketing and of the research 
and development vice president. The second—and major—type of 
approval is that made of the total proposal by the executives in 
charge of evaluation. This is generally accomplished by compar- 
ing the expected results of the proposed new product against the 
firm’s specific new product objectives. In general, the most im- 
portant single consideration is the product’s potential profitability, 
although sales volume, ‘‘fit’’? characteristics, and patentability are 
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often vital. If the product idea is approved by the new product 
executives, in most companies additional approval is required by 
either the executive vice president or the president. Through this 
control the ultimate decision for large expenditures on research 
and development is retained by these key executives. 

Effective new product idea evaluation results when new product 
executives are able to distinguish between the product proposals 
that will achieve the firm’s product objectives and those that will 
not. The two-step breakdown of the procedure is quite valuable in 
accomplishing this. By eliminating a large portion of the initial 
ideas received during the first step, company experts are able to 
focus their attention on basically good ideas. In the second phase 
of evaluation the danger of overlooking a consideration that would 
be important to the success of a new product is considerable. 
Many firms have developed check lists or modified those found in 
the literature to guard against this possibility. Another important 
problem at this time is the difficulty of making future predictions 
about the proposal. For example, making sales, production cost, 
or developmental cost estimates is particularly difficult because 
the persons doing these are dealing only with ideas. 

Since this stage of development is quite inexpensive in relation 
to total development cost, a potentially unprofitable idea detected 
at this time can save the company a considerable amount of time 
and money. Conversely, a produzt proposal with real potential 
eliminated at this time can cost the company in lost sales and 
profit. Therefore, many companies could afford to devote in- 
creased attention to this phase of development. By identifying 
past idea evaluation errors and locating their causes, evaluators 
should be able to improve their evaluation procedures. 

Until we can forecast the future with certainty, it is inevitable 
that not all product ideas accepted for further development will be 
manufactured and marketed successfully. Even the best mana- 
gerial and research people will not always be able to predict ac- 
curately the potential of each new idea. However, careful analysis 
of the techniques used in idea evaluation and attempts to improve 
them will ultimately help to achieve a more profitable new product 
program, 
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47. REQUIREMENTS OF CONSUMERS, 
DISTRIBUTORS, AND PROCESSORS 
THAT ARE IMPORTANT 
TO FARMERS 


Henry B, Arthur* 


The farmer of today must be responsible to a considerable 
number of requirements beyond simply the offering of a 
supply of his product on the market and the accepting of 
the best price offer from competing processors. The farmer 
is, in effect, a partner in a complex marketing operation. 
As such, he must be aware of the dominant place of the 
consumer and the changes taking place in consumer de- 
mand; and he must recognize the increasingly important 
requirements of the middlemen and processors through 
which he sells his product. The characteristics of the mod- 
ern agri-business complex require that the farmer recog- 
nize his responsibilities and react to them in order that an 
effective and efficient marketing structure be maintained. 
Changes currently taking place in agricultural marketing 
indicate that farmers are adjusting to the changing re- 
quirements demanded of them—thus giving evidence to the 
effectiveness of the complicated free market economy 
which we have espoused. 


N this paper I am going to talk about integration. This is a word 
that has been used with so many meanings that it is necessary 
to clarify my own use of the term. 

In the sense in which I want to discuss it, integration refers to 
the entire process of production and marketing. The great virtue 
of a modern economy is not just its ability to practice roundabout 
methods of production and an extreme application of the vertical 
division of labor. The prime accomplishment of our economic 


*Henry B. Arthur, Moffett Professor of Agriculture and Business, Graduate 
School of Business Administration, Harvard University. 
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system lies in the fact that it is ‘‘integrated.’’ It is only for this 
reason that I can expect to find food and clothing that suit my 
wishes without having to go personally back to the farmer to tell 
him what kind of sheep to raise or what varieties of potatoes to 
plant. In this sense, integration is the summation of all of the 
ties which relate the ultimate consumer to the resources that are 
to be employed in serving him. 

This is a far cry from some of the uses of the word integration 
which have gained common currency. However, it is probably as 
broad as any of the meanings that have been applied and therefore 
may be an appropriate term for our purposes as well as those of 
others. I have no quarrel with those who speak of integration in 
terms of colored children attending white schools (and vice versa) 
nor is it inconsistent to use the same term in describing corporate 
mergers on one hand and on the other the miscellaneous broiler 
growing arrangements sponsored by feed manufacturers, hatch- 
eries, poultry dressing plants or others, 

It should be clear that I am using the term integration without 
necessarily assuming ownership, mergers, nor even compulsion, 
legal or otherwise. 

Having thus demonstrated that the term integration presents a 
confusing concept, it becomes my task to try to clarify what is 
meant by the word in the context of the topic under discussion: 
‘*Requirements of Consumers, Distributors, and Processors that 
are Important to Farmers.’’ 


Dominant Place of the Consumer 


It can be accepted as almost axiomatic in today’s economic 
arrangements that the economic reason for existence of the vari- 
ous productive activities of our country lies basically in the con- 
sumer demands at the end of the production and marketing chain. 
Economists are on a common footing with retailers, wholesalers, 
marketers of all kinds, and indeed producers, in affirming that 
our economy to be effective must be consumer oriented. How do 
we become consumer oriented? It seems clear to me that this is 
accomplished first by determining the nature of consumer demand 
and secondly by developing an effective integration of all the ele- 
ments necessary to mobilize the productive resources that are re- 
quired for satisfying those demands. Neither of these problems 
can be treated in more than a sketchy way within the scope of this 
paper. It is hoped, however, that it will be possible to provide 
some comments that will be both suggestive and useful. 
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Consumer Demand 


In view of the topic under discussion I will confine my remarks 
about consumer demand to a few points which seem to me impor- 
tant for the agricultural producer. 

Agriculture, being one of the oldest industries, has been a wit- 
ness to the entire process of elaboration of our economic struc- 
ture. The earliest subsistence farm is one in which production is 
clearly directed toward consumer needs, Its isolated existence 
leaves no doubt that energies and resources devoted to the pro- 
duction of crops and livestock will be scaled to meet consumption 
requirements. In fact, production beyond this level tends to pro- 
duce nothing but ‘‘free goods’’ which are said to reflect not the 
intelligent application of man’s effort, but rather the unsolicited 
bounty of nature. 

As soon as we move to an urban civilization, we find that the 
demands for food and fiber are among the most imperative of 
human requirements, The very basic nature of demand for farm 
products is the first of the outstanding characteristics of the agri- 
business sector of our economy. People are born with this demand 
and they assert it at a very early age—often with sound effects 
thrown in. The farmer may be concerned about over-producing, 
but the certainty with which he can depend upon a demand for his 
product distinguishes him from the producer who depends upon 
either a synthetic or a capricious demand. 

A second characteristic of the demand for farm products 
which ought to be laid before us is the fact that demand creation in 
this area of our economy is important, but its role is limited. 
Civilization and standards of living in this country have reached a 
point where the per capita physical volume of consumption—of food 
products, at least—is probably approaching the limit determined 
by the human stomach and the willingness to tolerate obesity. This 
is never an absolute limit and certainly we are far from approach- 
ing it if we extend our market to include the entire population of 
the world. However, I am satisfied that for the United States and 
many other countries the curve has flattened out. 

Note that the statement just made refers to physical volume, 
The statement would be far from true if it applied to all of the 
services and satisfactions, the conveniences and quality differ- 
ences that consumers either prefer or can, with a little reminder, 
be led to prefer in conjunction with their food consumption, In 
fact, there is not doubt, as plenty of food processors have dis- 
covered, that people will eat more of a particular food if they are 
reminded of a dozen new ways of preparing it. This, in turn, 
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reminds us that we can broaden the market for the agricultural 
producer of one product if we are willing to do so at the expense of 
another farm product. 

The demand for most farm products derives from the very 
basic requirements of health and survival. However, no alert 
producer can ignore other dimensions of the demand for his prod- 
ucts—psychological factors, folkways, style, caprice. Or, his de- 
mand may be influenced by the offer of built-in conveniences, 
auxiliary services and the like. (I dare say that the success of the 
small Beltsville turkey was in part a result of the built-in con- 
venience of its size for non-holiday meals.) 

It is important for the farmer to know the kind of market he is 
serving. It is not helpful for him to sit back and deplore every 
change that adds to the well known ‘‘spread’’ between the farmer 
and the consumer. The added services are generally very effec- 
tive as demand-extenders, 

It is appalling to many of us that consumers are so poorly in- 
formed as to the relative merits of different varieties of apples, 
melons, string beans, and the like. The named varieties which 
used to be a common language among consumers have all but lost 
their significance at the retail and consumer level in many mar- 
kets. The reason for this is not at all clear, but the romance of 
apple varieties has certainly lost a lot of its glamor. When a con- 
sumer enters a store, he has to look at a label which shows the 
number of pounds, the price, and the word apples (or perhaps 
sometimes ‘‘cooking apples’’), Here it would seem is an ideal 
opportunity to profit by a little product differentiation. In fact, 
some of those offering expensive gourmet gift boxes are doing 
just this. 

If consumers are unaware of some of the fine points of the 
foods offered by American farmers, there is a corresponding 
failure of farmers to be alert in discovering and giving consumers 
what they do prefer. I’ll try to cite a good and then a bad example. 

Poultry from today’s broiler industry is available almost 
everywhere in the nation; and it is uniform, tasty, fresh, con- 
venient, and inexpensive. The demand for these attributes was 
ready made. It didn’t have to be created. Producing the birds and 
the equally vital services, however, entailed a virtual revolution 
in the entire industry. The attributes were provided within a 
relatively short period of time by a remarkable teamwork in which 
the participants included not just the poultry grower and proces- 
sor, but dozens of others who responded to market pressures or 
who saw new opportunities—the genetecist, the banker, the feed 
dealer, the supermarket retailer, and all the rest. Many adjust- 
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ments and marketing arrangements are still unsettled, with a good 
deal of competitive pulling and hauling. The basic patterns of 
production and product flow, however, are getting well established 
with great gains to consumers and, on balance, a vast improve- 
ment in income opportunities all up and down the line. 

The bad example is a misnomer. Let us say it is simply a 
problem that has not yet been solved. Consumers would un- 
doubtedly like to buy other meats with the same assurance they 
feel in the purchase of broilers. Take pork, Farmers may be 
able today to produce pork that will be lean, flavorful, and tender. 
Plenty of hogs meet these specifications; but not every hog does, 
and those that don’t are hard to cull out before they reach the re- 
tail counter. Surely farmers will respond to pleas to grow leaner 
hogs if it is made worth their while to do so, This is easier said 
than done. Each party along the line—consumer, retailer, whole- 
saler, processor and farmer—agrees upon the merit of the idea. 
Ingenious devices for measuring thickness of back fat in a live 
hog, or even in a dressed carcass before it is cut up, have been 
developed experimentally; and a multitude of other aspects of the 
problem are receiving attention. The matter calls for ingenuity, 
cooperation, and incentives, some of which are still lacking. 

This is an example, to quote the title of my paper, of a whole 
set of ‘‘requirements of consumers, distributors and processors 
that are of importance to farmers,’’ The requirements are clear 
enough; the best combination of factors for supplying them is far 
from clear. Problems of this sort are plentiful—easy to state, but 
hard to solve—like guaranteed tenderness in beef, flavor in cheese, 
ripeness in grapefruit or melons. However, as long as consum- 
ers are more impressed with prices per pound in retail food ads 
than with what they can see and understand about quality as they 
examine it through the cellophane wrapper at the meat counter, the 
message will go back to the farmer that the hogs that are cheapest 
to grow are his best bet, regardless of the fat-to-lean ratio. 

This looks like a simple problem. It is, on paper at least. If 
consumers don’t pay the price for the pork they really want, the 
pork that is better for them, then one of our jobs is that of helping 
consumers to identify one quality of pork from another. We have 
had plenty of experience with problems of this sort and have 
learned that brand identification is one answer, grading is another, 
expert advice by a retail butcher is another, and still another may 
be found if we grow nothing but preferred breeds of hogs and feed 
them to uniform weights. Branding is possible for hams and 
bacon; but for fresh pork, brand identification is almost unknown, 
Grades relating to hog carcasses don’t help much on cuts, espe- 
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cially when grade specifications are not developed from a con- 
sumer viewpoint, Consultation from the butcher is almost obso- 
lete in this day of self service. The farmers of Denmark grow 
only Landrace hogs and market most of them at narrowly con- 
trolled weights. As a consequence, they have built up a very high 
reputation for Danish pork. Essentially, this is the same thing we 
have done in this country with broilers—nearly all of the broilers 
coming to market are of a type and weight that is highly satis- 
factory to consumers, In other words, an important part of the 
answer involved the farmer and his decisions. In the end the 
same will be true of pork; and anearly solution is important, since 
pork has failed to keep pace with either poultry of beef in the ex- 
panding demand of recent years, 


Pounds per Capita 


United States Civilian Consumption 1935-9 1947-9 1960(est.) 


Poultry 15.6 22.0 35.2 
Beef 55.6 65.6 85.8 
Pork 56.5 68.4 64.6 


Source: U.S.D.A. 


Can there be any question that this is important to farmers? 


Requirements of ‘‘Middlemen’’ 


The farmer is not only concerned with the many dimensions of 
consumer demand, He must react also to the added factors that 
are injected into this total demand by the requirements of the re- 
tailer, the wholesaler, the processor, or even the requirements of 
the transportation system. His product must appear attractive in 
a retail store. It must lend itself to certain kinds of packaging 
requirements, it must hold up under varying temperature and 
humidity conditions, and it must be able to withstand abusive han- 
dling in transportation. 

All of these are well known considerations. However, the 
farmer cannot afford to overlook the fact that each of the agen- 
cies who share with him the responsibilities for serving consum- 
ers are going to exert their own preferences and assert their own 
requirements in order that they may present to the consumer the 
kinds of products he wants. 

The important point is that this is a joint enterprise in which 
the farmer is a partner with those who add their services to his 
product. The partnership has a single purpose which is seldom 
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asserted and often unrealized—the purpose of meeting consumer 
demands and preferences in the most effective and efficient way. 


Price and Non-Price Preferences in Demand 


Another way of stating this general proposition is that we live 
in a business system where demands are expressed both in price 
offers and in preferences. No supplier or producer can be very 
successful today unless his goods or services are preferred over 
those of others who are striving for the same market. If we re- 
gard price and quantity—or bulk—as the only variables vital to 
market preference, we will be overlooking most of what the mar- 
keting profession has achieved in the past several generations. 

Economists have called ours a ‘‘market’’ economy, or a ‘‘free 
market’? economy. The word market cannot be taken even by the 
theoretical economists as representing a place in which all trans- 
actions and all relationships take the form of simple spot buying 
and selling on a cash basis. It is not a market of price bids and 
offers as depicted on a supply or demand curve. Instead, the 
markets with which we are concerned are complex affairs which 
involve a good many variables and which provide a vital service in 
integrating a very complicated set of tasks ranging from initial 
tilling of the soil to the final checkout at the retail cash register. 
Some of these services do not appear to take the form of market 
transactions at all. They may consist of an advertising communi- 
cation. They may result from a decision with respect to inventory 
holdings. They may have been vastly influenced by the selection 
of a brand name or the publication of a new recipe. Betty Crocker 
may be serving you well, even though you don’t know how much you 
are paying for her services. 


The Multi-Dimensional Aspects of Demand 


It may be worth while at this point to wrap up some of the ma- 
jor characteristics or attributes of demand for farm products in- 
cluding those already discussed. Each of these should be searched 
diligently by the farmer and by all of those joined with him in the 
food industries in order to discover opportunities to do a better 
job of serving consumers and of winning their preferences. 


1, The physical demand for food, as a basic living require- 
ment, is primarily related to population, It is not easy to dispose 
of huge surpluses even by giving them away. The way to cure the 
surplus problem is not to produce a surplus in the first place. 
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2. While demand does respond to stimulation, this response 
is very likely to open opportunities for more services rather than 
for more tonnage. However, demand stimulation may also serve 
to shift preferences from one farm product to another. 

3. Changing styles or fads have been important elements in 
demand shifts over intermediate periods, running from several 
years to a decade or more, For instance: drinking of milk; vita- 
mins and the fruit and vegetable emphasis; consciousness of pro- 
tein qualities; avoidance of saturated fats, or all fats for that mat- 
ter; interest in pizza pies, etc.; and most recently, a wave of 
emphasis upon metered calory diets, even if a meal is replaced 
with a synthetic concoction in a tumbler. 

4, Habits, customs, and so forth have long been recognized as 
important demand factors in certain markets, Examples are too 
numerous to list; but include fish on Fridays, non-pork items for 
Kosher areas, turkeys at Thanksgiving, hams at Easter (even baby 
lambs for Greek and Armenian Easter), bock beer in the spring. 
Coffee breaks probably come into this category of permanent in- 
stitutions, Why did coffee breaks focus on coffee? 

5. In previous generations, demand tended to accommodate it- 
self to seasonal availability (or unavailability), This has tended to 
break down with changing technology, but there may still be oppor- 
tunities in this area, 

6. Now comes an anomaly. Demand is dependable and stable; 
yet retail prices of many foods are highly volatile, particularly in 
the short run, - 

7. AS a result, the average consumer is highly price con- 
scious. Partly, this is a result of the very volatility of prices 
themselves; partly, I am convinced, it is synthetic. It is aided and 
abetted by the prominent place occupied by price in competitive 
retail food advertising, backed by the fact that many so-called 
‘‘specials’’ are indeed ‘‘specials,’’ at 10 per cent or 20 per cent 
reductions. Such reductions are big items in the family budget. 
Generally, the price is the thing that is ‘‘news’’ in the food ad. 
Real questions are raised by this peculiar pricing phenomenon, 
Often, there is littke economic reason why prices have to change 
from week to week. The price variation is a merchandising de- 
vice. The retailer, who is in effect selling excitement, invites the 
consumer’s eye to the comparisons the dealer wishes to drama- 
tize, with little regard for anything so prosaic as matching supply 
and demand for individual items, The trade keeps ‘‘nudging’’ the 
consumer to shift his demand or preference from week to week, 
and apparently consumers love it. How about the farmer—should 
he love it or deplore it? Does it give him needed flexibility, or is 
he helplessly penalized by a weak bargaining position? 
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8. One added characteristic of modern business must not be 
overlooked even in as old and well-established an industry as 
agriculture. This is the impact of dynamic changes in demand and 
changing technological requirements, The farmer is well aware 
of the changing technology which characterizes his own operation, 
but he is less likely to be impressed with the opportunity, indeed 
the necessity, of adjusting his own activities because of the tech- 
nological changes that affect other parts of the economic structure 
he serves. 


(At the risk of digressing a bit, I think it is worth while saying 
that many governmental programs undertaken on behalf of agri- 
culture have tended to protect the farmer from the need to adjust 
to changing conditions. The operation of a market economy has, 
as one of its greatest virtues, the effectiveness with which it re- 
flects changing conditions, changing opportunities and changing 
prospects. Government programs too often become a haven for 
high-cost, inefficient operations.) 


How Well Do Farmers Respond? 


Dynamic changes and adjustments are extremely meaningful to 
farmers, often accounting for success or failure. We must turn 
therefore to a consideration of whether or not under present day 
conditions our system actually does provide farmers with the in- 
formation, incentives, and helps which they need as they adjust to 
such changes and opportunities. 

By what means does the agribusiness system pull itself to- 
gether so that the farmer can apply his efforts in the most fruitful 
way? The old time answer would have been ‘‘through a series of 
competitive markets’’—competition in the market place. Today 
this is hardly an adequate explanation, It doesn’t cover all of the 
channels through which information and incentives flow up and 
down the line. It is therefore worthwhile dwelling for a few mo- 
ments upon the diverse nature of the threads that tie an agribusi- 
ness complex together, and that tie the farmer into the total pat- 
tern, 

To begin with, I have emphasized the consumer because it 
seems to me that this is the one bench mark, the one decision 
point, that is most nearly independent in the entire structure. 
This, as I understand it, is what people mean when they say ‘‘the 
consumer is king.’’ 

As we consider the marketing process in terms of the con- 
sumer reaching up the stream of distribution, processing, and 
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production to secure the materials and services necessary for 
satisfying his wants we can trace the many variables we encounter 
with some sense of their purpose and with some basis for ap- 
praising their value. Ii we start from the consumer we have a 
better chance that our answers regarding other market variaples 
will fall into a usable pattern, 

An illustration from dairying may help clarify the variety of 
factors (not just the stereotypes of ‘‘supply’’ and ‘‘demand’’) that 
make up the many dimensions of a market complex. It is not dif- 
ficult to secure an answer from a dairy farmer if he is asked in 
what dairy area his farm is located. In all probability a fluid milk 
producer will answer in terms of the consumption point, a given 
metropolitan market, for instance. It might even be possible for 
him to tell something about the dimensions of this market and 
answer the question as to why consumers reach as far as his 
particular farm in securing their requirements. You might also 
learn that since consumers insist on certain quality specifications 
he has to have a farm that meets detailed inspection requirements. 
He also knows that he will not survive long in the dairying busi- 
ness unless his herd is productive and his costs permit him to 
survive at the blend prices currently being paid in his milkshed. 

The dairy farmer, in other words, is responding to a very com- 
plex set of requirements, It is not simply a matter of bringing 
milk to a market place and finding someone who will make a price 
offer for that milk; far from it. The farmer, of course, has op- 
tions as to the use of his agricultural resources and he tries to 
apply these resources in the direction that will produce the maxi- 
mum net income for his enterprise. He may be excluded from 
some markets (the neighboring milk shed, for instance); he may be 
required to meet certain qualifying requirements before he can 
enter others; and he may be offered special subsidies or induce- 
ments for pursuing a government prescribed course of action. 

Some of the requirements he has to meet are requirements that 
stem directly from the law and from the fact that employees of the 
government will enforce the law regardless of what he or his im- 
mediate customer may think about the law. Many other require- 
ments may have relatively little to do with the price he receives 
for his product. They may include specifications as to the height 
of loading platform he should provide, the type of equipment he 
should use, and so forth. All of these things have some relation- 
ship either to the cost of services that must be performed between 
him and the consumer or to the meeting of quality specifications 
which the consumer or some other authority call for. 

The illustration just presented is radically oversimplified. It 
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does not include such factors as the impact on farmers of deci- 
sions to permit or deny the use of paper cartons or to divert funds 
somewhere along the line in order to support a promotional cam- 
paign, to educate consumers in the merits of milk, and to suggest 
that they use more of it. Whether these decisions increase the 
revenue of the producer or not depends upon a considerable num- 
ber of factors, and certainly it is not a matter about which he 
should be indifferent. In other words, even if he doesn’t have an 
active power of decision, he is necessarily involved if this slice 
of the total revenue is going to be diverted to some other service 
instead of being returned to him in payment for the milk he has 
produced, 

The dairy farmer is naturally only a single case among many. 
However, he illustrates a need for the farmer to be responsive to 
a considerable number of requirements beyond simply the offering 
of a supply of his product on the market and the accepting of the 
best price offer from competing processors. The farmer is, in 
effect, a partner in a complex marketing operation. The reason he 
doesn’t perform all of the services from his basic resources 
through to the consumer is that someone else has been able to pro- 
vide these services more effectively. Meanwhile, the farmer has 
thereby been enabled to do the things he knows best. 

We should remember, of course, that the farmer is not the end 
of the line. After all, he is simply a converter of other resources 
into agricultural products, He has to buy a good many of his in- 
puts on a cash basis. He is therefore more acutely conscious than 
he was in the past of the relative advisability of various courses 
of action. In other words, he is more conscious of the need to 
make decisions that involve cash on the outgo as well as the in- 
come side. 

The points I am anxious to draw from my illustration fall under 
three headings, each of which deserves more attention than it has 
received, First, if the farmer is to play his part most effectively 
he must be supplied with the three elements mentioned before: 
information; incentives; and access to resources. Second, the 
farmer is expected to react to changing demand which may stem 
from the consumer or from changes in technology or from chang- 
ing business arrangements anywhere along the production or mar- 
keting chain. These are generally not arrangements for which the 
person to whom he sells his product in the first instance is solely 
responsible, Third, the many threads of relationship that tie the 
farmer to his ultimate market should have a single focus: the ob- 
jective of making a total integrated marketing structure that is 
both effective and efficient, free from extraneous and wasteful 
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elements on the one hand and alert to opportunities for improve- 
ment on the other. Efficient communication must exist throughout 
the entire structure, not just from one link to the next. 

The importance of these characteristics of the interrelated 
agribusiness complex becomes most apparent when major changes 
occur in the existing arrangements, These changes may come as 
long-time trends or they may have the explosive impact of a cran- 
berry scare. In either event, they bring to light information which 
is helpful in appraisal of our problem. 


The Revolution in the Food Industry 


The food industry has never before experienced such an ex- 
plosive revolution as has occurred in every facet of the industry 
in the past two or three decades. Practically every change has 
called for a series of other major changes or adjustments up and 
down the line, 

1, Starting with the consumer, we have the continuing trend 
toward up-grading of eating habits (in terms of variety, quality, 
convenience, nutritional adequacy, and so on). Not only are con- 
sumers eating better; their shopping habits are changing as more 
housewives hold jobs, as larger families not only require larger 
quantities of food, but changes in frequency of shopping. Other 
activities compete for meal-preparation time. Without exploring 
the cause and effect relationships we find the great swing to sub- 
urbia and its retail facilities adapted for automobile shopping, for 
the handling of large and bulky purchases, for providing prepack- 
aged self-service, and for many other changes that have surely 
had their impact all the way back to the farmer. 

The dramatic contrast can be suggested by a few simple re- 
minders from our grandparents’ day. At that time, the great inno- 
vation was the telephone, which enabled a mother (probably tied 
down by young children) to phone her grocer and her meat market 
and secure delivery of the order to her kitchen on a daily basis. 
Produce and fish were frequently brought to her door by the huck- 
ster with his horse and wagon, 

Cash has virtually replaced credit in consumer food buying; it 
used to be that the largest use of consumer credit was represented 
by the monthly grocery bill. Today the demand for food may be 
suffering considerably as a result of the pressures exerted by the 
need for family funds to pay this month’s installments on the auto- 
mobile, the TV set, or last summer’s vacation, There are, in 
fact, a few innovations being undertaken in the form of rotating or 
drawing account credits by which banks take over the job of paying 
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regular trade accounts on behalf of consumers.! This is still far 
too small a practice to justify any conclusions as to its possible 
significance for retailers, processors, or farmers; but it may 
conceivably become significant. 

The revolution in retailing is so apparent that it hardly needs 
mentioning. Mass distribution, self-service, and multiple store 
organizations have all but swept the small store and the unaffili- 
ated retailer out of the picture. Numerically he represents a 
large number, but in terms of volume his has declined to 20 per 
cent, or thereabouts, of the retail food business. 

Rather than describe mass retailers, I want to point out just 
one or two less discussed aspects of the food distribution busi- 
ness which may be of importance to farmers. The first is the 
rapid and important growth of food retailing through hotels, res- 
taurants, schools, in-plant feeding arrangements, school lunch 
rooms, and so forth. This is the ultimate in built-in maid service. 
At the same time it is an important channel of distribution about 
which we hear relatively little. The government, in its surplus 
disposal problems, has indeed tapped this channel to some extent 
by using schools and institutions as an outlet. The latest addition 
to the pattern is the vending machine, which takes the human touch 
out of selling altogether and transfers it to the buyer. 

The second comment regarding retailing also goes beyond the 
retail counter. It has to do with the wholesale procurement activi- 
ties of mass retailers. These large institutions, in contrast to 
small independent stores, have to delegate the buying responsi- 
bilities to specialists, to employees other than the top executive. 
Innumerable problems arise in this connection. The buyer seldom 
sees the particular goods for which he has contracted. Moreover, 
in order to plan ahead, he has to place orders and make future 
commitments on a large scale. All of these developments present 
important challenges to the producers and processors of food 
products, 

The revolution in food retailing has been obvious to all of us; 
the revolution in wholesaling has been less conspicuous, but no 
less important in its consequences, 

The food wholesaling business is, in fact, a new industry in re- 
cent years. Not only have corporate chains absorbed the whole- 
saling function, with their own warehouses, distributing points, 
buying committees and the like, dealing direct with manufacturers; 


1. See Norman Townshend-Zellner - ‘‘The Bank-Charge-Account Plan and 
Retail Food Marketing’’ in Agricultural Economics Research, October 1960, USDA. 
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but the so-called old line wholesaler as he operated a generation 
ago has disappeared. Some of his number have metamorphosed 
into sponsors of voluntary groups of retailers with very close ties 
between supplier and customer that go far beyond a simple buying 
and selling relationship. Other wholesalers have been displaced 
by important retailer-owned cooperative wholesale establishments, 
Between chain store buying departments, voluntary group spon- 
sors, and coop wholesalers, the great bulk of the wholesale food 
business—probably 60 per cent to 75 per cent—has shifted away 
from old-line wholesaling as well as from selling direct to retail 
stores through manufacturer wholesale branches, 

In the face of such changes, it is little wonder that processors, 
and farmers as well, have had to re-examine their channels of 
distribution and ways of doing business. 

The revolution in the food industry has not been confined to 
distribution. Processors have found it necessary to change their 
entire attitude toward their business, Self-service and prepack- 
aging have meant that processors must have their eye on the con- 
sumer if their product is to gain preference. New techniques, 
new built-in maid services, new preservation methods such as 
freezing and dehydrating—all of these are changing the face of the 
food processing industry. More than half of the home consumption 
of coffee is purchased as soluble, or instant, coffee. Similar 
changes have occurred in the freezing and concentrating of orange 
juice and may be in the early stages as respects dehydrated or 
otherwise prepared potatoes, 

Inevitably, the result of the changes that have been occurring 
all along the line is a demand for dependable quality, for uni- 
formity, for the availability of large single purchases, This car- 
ries all the way back to the farmer. 

Many other attributes of the revolution in the food industry 
could be mentioned, such as transportation changes, the develop- 
ment of specialized vending services, the rising emphasis upon 
foreign markets, and the like, Enough has been said, however, to 
demonstrate that the processing and marketing industries have 
been going through changes that are perhaps even greater than the 
changes that the farmer himself has witnessed in his own tech- 
nology and practices. 


Farmers Are Adjusting 


Since we are all familiar with the major changes that are oc- 
curring in the physical nature of products, the method of handling 
them, the direction of product flows, and the like; I would like to 
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look at something less obvious—the changing business arrange- 
ments and relationships that have accompanied these develop- 
ments, Without trying to assign an order of importance nor to be 
rigorously complete in the list, I am sure that an impression can 
be conveyed by the following types of arrangements: 1) corporate 
farming; 2) contract growing or processing arrangements; 3) mul- 
tiple credit arrangements and innovations for financing growing 
crops, poultry, etc.; 4) expanding fields of co-operative activity; 
5) special sales and lease arrangements for farm equipment and 
other capital items; 6) purchase of more and more farm in-put re- 
quirements such as fertilization, weed and pest control, etc., often 
to be applied by outside contractors; 7) special farm management 
services, for a fee; 8) numerous contracts, loans, and other com- 
mitments involved in participating in government programs, 

All of these represent what might be referred to as institution- 
al arrangements which have been changing, just as technology and 
producing practices have been changing. They represent the busi- 
ness arrangements whereby farmers and others have been enabled 
to participate in the adjustments that are occurring. In an even 
more important sense, they represent devices which knit together 
the agribusiness complex. They introduce new dimensions to 
markets and to the marketing process. 

It will be noticed that the list does not include what our prede- 
cessors in the economics profession would have placed in the first 
position in any such list—namely, the simple buying and selling of 
goods in a commodity market on a spot basis. We can see that 
many new variables are introduced by the changing institutional 
patterns outlined above. With these changing patterns it is neces- 
sary to provide new information on quality and grades, new speci- 
fications as to terms of trade and delivery, new arrangements for 
meeting quantity requirements on an efficient basis, new concepts 
of who will bear risks, and new shifts of critical decision points, 

The broiler industry has been notorious in recent years and 
perhaps it deserves this notoriety because of the very numerous 
changes and new arrangements that have been introduced. It is 
not especially significant to argue whether a particular arrange- 
ment represents forward or backward integration. It is much 
more useful to examine whether the entire process is well adapted 
to serve consumer markets effectively and whether the functions 
that have been thus knitted together can provide dependable serv- 
ices on a basis that is profitable to those participating. No one 
can study the broiler industry without having a new awakening as 
to the scope of competition, the numerous channels through which 
it functions, the importance of forward looking decisions and free 
choice among alternatives for all those involved, 
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Conclusion 


From what has been said we must conclude that the farmer has 
been woven into the web of the agribusiness complex whether he 
likes it or not. Like most major changes that occur in our econ- 
omy there are certainly pressures and various degrees of com- 
pulsion. In a very real sense they are the competitive pressures 
through which today’s market economy works. My own examina- 
tion of the changing face of the food industry has led to a convic- 
tion that the dimensions of competition are indeed much more 
numerous than they have been pictured in even the most sophisti- 
cated of economic theories. Despite the many new ties and com- 
mitments which involve not just the farmer but all of his partners 
in the agribusiness complex, it seems clear that we do still have 
a very effective competitive system, a2 freedom of choice, an ease 
of entry, an access to resources, and all the other requirements 
for people to function effectively and efficiently. The major point 
is that these changed conditions and arrangements require each 
of us, including the farmer, to look again at the elements that 
enter into important decisions. They increase the need for em- 
phasis upon proper planning, upon analysis of commitments before 
they are entered, upon an effort to look ahead and anticipate those 
demands that will provide favorable opportunities in the future and 
those adjustments which will offer competitive advantages. 

All that I have said can be interpreted as a challenge to up- 
date our analytical thinking to keep pace with what is in fact hap- 
pening in the competitive process, Indeed, the very vitality and 
revolutionary nature of the changes that have been occurring are 
one of the greatest testimonials we could devise to the effective- 
ness of this complicated free market economy which we, in the 
western world, have espoused. At the outset I stated my intention 
to talk about integration—not the integration of corporate mergers 
or of farmers deprived of their independence and professional 
self-respect, but the integration which without a _ state-control 
blueprint can provide a progressive, efficient, dynamic response 
to the changing requirements of the world we live in. This kind 
of integration I favor; and if I were farming, I would be proud to 
be a part of it. 
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48. ECONOMIC INTERDEPENDENCE 
OF MARKETING AND PRODUCING 
FIRMS IN AMERICAN 
AGRICULTURE! 


C. O. McCorkle, Jr.* 


The structure of American agricultural marketing is ex- 
ceedingly complex. To attribute historical adjustments in 
farm production and marketing solely to the upheaval in 
food merchandising is a gross oversimplification. Granted 
that the changing market has resulted in important adapta- 
tions at the producer level; it is also true that others of 
equal significance have been inspired by profit opportuni- 
ties, stemming from technological innovations. Case exam- 
ples of adaptation resulting from both market and techno- 
logical changes are given for perishable commodities for 
fresh consumption (lettuce and shipping peaches), a perish- 
able commodity for processing (tomatoes), a livestock 
product partially integrated (beef cattle), a livestock 
product totally integrated (broilers), and a perishable com- 
modity with controlled price (fluid milk). 


O attribute historical adjustments in any one segment of the 

American food industry unilaterally to any other segment is 
gross oversimplification. In recent years, much has been said of 
the changes in market ‘‘structure’’ of the food retailing industries. 
Too often, the inference has been drawn that needed and actual ad- 
justments at the farm level in American agriculture stem pri- 
marily from the upheaval in food merchandising methods. With 
some types of commodities and in some geographic locations, 
farm production techniques, enterprise organization, and business 
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control have responded drastically to changes in markets. Yet, 
for the vast majority of American farms and ranches, manage- 
ment is motivated to increase size, to mechanize, or to reduce 
risk and uncertainty not because of changes in market ‘‘struc- 
ture,’’ but by profit opportunities associated with internal reor- 
ganization and resource acquisition. 

These profit opportunities stem from technological innovations 
in plant and animal breeding, mechanization, disease and pest 
control, fertilization, and irrigation as well as from changing in- 
put supplies—most notably in the case of labor. The vast tech- 
nologically-induced changes on the farms and ranches supplying 
the raw materials for our food and fiber have necessitated exten- 
sive adjustments in processing and marketing. Thus, adjustments 
in the various segments of the food and fiber production and mar- 
keting sequence may stem from changes in either or both the 
‘‘supply’’ (farm and ranch production) and ‘‘demand’’ (retail dis- 
tribution) sectors, 

The purposes of this paper are to: (1) identify the major forces 
in the food production, processing and selling sequence that have 
fostered adjustments by component firms, (2) to outline the nature 
of the impact of selected forces on the economic structure and 
operation of farms, (3) to indicate the impact of selected on-farm 
adjustments on processing and distribution, and (4) to examine the 
attributes of production and marketing of selected agricultural 
commodities in the United States to illustrate the type of adjust- 
ments that have come about. No attempt is made to estimate 
quantitatively the relative importance of technologically -induced 
changes on the supply side and market-induced changes on the 
demand side in fostering adjustments in the total production-mar - 
keting sequence. 


Retail Food Market Structures 


In recent years the literature concerning market structure in 
food industries has been augmented substantially.* Limited 


2. Davis, John H., ‘‘Vertical Integration of Production and Marketing Func- 
tions in Agriculture,’’ Policy for Commercial Agriculture, Its Relation to Econom- 
ic Growth and Stability, U.S. Congress Joint Economic Committee, 85th Congress, 
lst Session, November 22, 1957; DeLoach, D. B., Changes in Food Retailing, Wash- 
ington Agr. Expt. Sta. Bul. 619, October 1960; Mehren, George L., ‘‘The Changing 
Structure of the Food Market,’’ Giannini Foundation Paper No. 160, University of 
California, Berkeley, California, May 1957; Mehren, George L., ‘‘Marketing Co- 
ordination and Buyer’s Requirements,’’ U.S. Congress Joint Economic Committee, 
op. cit.; Mueller, Willard F. and Leon Garoian, ‘‘Changes in the Market Structure 
of Grocery Retailing 1940-58,’’ Res. Rept.5, Wisconsin Agr. Expt. Sta., April 1960; 
Naden, Kenneth D., ‘‘What Do Changes in Food Markets Mean for Farmers and Co- 
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inquiry has been made into the effects of changes in markets on 
the agricultural producer.? Analyses of the impact of shifts in 
agricultural production technology on processing and marketing 
are conspicuously absent.4 A brief statement of the major forces 
affecting various levels of the production and marketing process 
is useful to subsequent discussion, 

At the distributor (integrated retailer) level, the growth in di- 
rect buying as a result of increasing absolute size of retail firms 
and improved transportation, the reduced number of buyers in 
many markets, and the expansion of product specification asa 
means of exercising effective control over the products purchased 
are of major importance. The effects of these changes are trans- 
mitted to the various suppliers, including processors and farmers, 
in the form of increased bargaining power to be faced, greater 
emphasis on product specification, more advance contracting, an 
increase in private branding, and by other more subtle means, 


Food Market Structures at Initial Levels 


Market structure and conduct at the initial market levels difter 
markedly from those closer to consumers. Nor is the pattern of 


ops,’’ News for Farmers Cooperatives, August 1960; Ogren, Kenneth E., ‘‘Market- 
ing Costs, Farm Prices, and the Farmer’s Share,’’ U.S. Congress Joint Economic 
Committee, op. cit.; Southworth, Herman M., ‘‘Increasing Efficiency in Marketing 
Agricultural Commodities,’’ U.S. Congress Joint Economic Committee, ibid.; U.S. 
Department of Agriculture, Agricultural Marketing Service, ‘‘Changing Marketing 
Channels for Farm Foods,’’ October 1959; U.S. Department of Agriculture, Agri- 
cultural Marketing Service, ‘‘The Food Marketing Industries—Recent Changes and 
Prospects,’’ The Marketing and Transportation Situation, November 1957; U.S. De- 
partment of Commerce, Federal Trade Commission, ‘‘Economic Inquiry into Food 
Marketing, Part I, Concentration and Integration in Retailing,’’ January 1960. Ad- 
ditional information is available in the Hearings before Subcommittee No. 5 of the 
Select Committee on Small Business, House of Representatives, 86th Congress, 1st 
Session, titled, ‘‘Small Business Problems in Food Distribution,’ particularly 
Part II, Volumes I and II, and Part II. 

3. See, for example, Collins, Norman R. and John A. Jamison, ‘‘Mass Mer- 
chandising and the Agricultural Producer,’’ The Journal of Marketing, Journal of 
No. 4, April, 1958, pp. 357-366; and Mueller, Willard F. and Normal R. Collins, 
‘*Grower-Processor Integration in Fruit and Vegetable Marketing,’’ Journal of 
Farm Economics, Vol. 39, No. 5, 1957, pp. 1471-1483. 

4. The impact of mechanical cotton harvesting on raw product quality and, in 
some cases, ginning and spinning results has received some attention. See: Roy, 
L. L. and D. L. Jones, ‘‘Comparison of Cotton Harvesting Systems on the High 
Plains,’? Texas Agricultural Expt. Sta., MP-403, January 1960; Ward, J. M., 
‘‘Spinning Performance of Machine and Hand-Harvested Cotton, Upper Gulf Coast 
and Brazos Valley, 1957-58,’’ Texas Agr. Expt. Sta., MP-357, May 1959; Rogers, 
Robert O. and H. R. Stucky, ‘‘Cotton Harvesting, A Comparison of Machine vs. 
Hand Picking,’’ New Mexico Agr. Expt. Sta. Res. Rept. 17, August 1958; and 
Hedges, Trimble R. and Warren R, Bailey, ‘‘Economics of Mechanical Cotton Har- 
vesting,’’ California Agr. Expt. Sta. Bul. 743, April 1954. 
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adjustment in these markets explainable only by developments at 
the retail level. The preprocessor market structures for the 
major agricultural commodity groups can be delineated in terms 
of such major market structure attributes as concentration of 
buyers and sellers, product differentiation, ease of entry and exit, 
geographic dispersion, public controls, and vertical integration.5 


Food grains —many relatively small producers selling inde- 
pendently; buyer concentration varying widely among production 
areas but generally oligopsonistic with a competitive fringe, prod- 
uct differentiation strictly limited by grading and buyer expertise; 
entry in major food grains restricted by federal law; opportunities 
for oligopsonists to exercise full buying power limited by govern- 
ment pricing program. 

Feed grains—atomistic producers widely distributed geograph- 
ically; buyers oligopsonistic with large competitive fringe or dom- 
inant firm depending on local conditions; little product differentia - 
tion; mild barriers to entry in production for some grains in some 
localities occasionally; influence of oligopsony buying power on 
prices restricted by governmental action in selected crops and 
localities, 

Livestock products—producers and feeders of red meats nu- 
merous and distributed widely; structure in buying markets 
changing as various retail organizations exert oligopsonistic buy - 
ing practices directly on, or in competition with packers; number 
of buyers declining; increasing product differentiation; entry into 
beef production restricted primarily by capital requirements; im- 
portance of terminal sales in establishing prices declining but 
buying power of packers partly limited by the number of alterna- 
tive outlets and buyers at each. Producers of poultry meats are 
atomistic elements in a highly contractually integrated market 
consisting otherwise of oligopolistic and oligopsonistic elements 
on either a local or regional level; production decisions not made 


5. Many other attributes have been identified but the first four listed are 
particularly relevant to this analysis. For a more complete statement cencerning 
market attributes see, Bain, Joe S., Industrial Organization, John Wiley & Sons, 
Inc., New York, 1959; and Sosnick, Stephen H., ‘‘A Critique of Concepts of Worka- 
ble Competition,’’ Quarterly Journal of Economics, Vol. LXXII, August 1958, pp. 
380-423. Present market classification systems, unfortunately are constructed for 
static analysis or, at best, comparative statics. A system which will facilitate dy- 
namic analysis of market conduct is essential to appropriate quantitative models, 
Most oligopsonistic markets in agriculture at the initial level, with the exception of 
some livestock, fruit and vegetable markets, are the buying counterpart of Bain’s 
Type IV and V oligopoly classes. See, Kaysen, Carl and Donald F. Turner, Anti- 
trust Policy, An Economic and Legal Analysis, Harvard University Press, Cam- 
bridge, 1959, for a classification of initial agricultural markets based on selling 
concentration, 
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by ‘‘producers’’; entry and exit restricted by feed supplier or 
processor; pricing determined in part by relative market power of 
various elements in the sequence. 

Dairy products—markets for milk for fluid and processed uses 
highly interrelated. In fluid market, many producers distributed 
widely, geographically selling independently or through coopera- 
tives; distributors are highly concentrated with a competitive 
fringe in most markets; product differentiation according to dis- 
position; conditions of entry in market milk production dependent 
on availability and nature of contracts with distributors; minimum 
producer prices usually regulated by public agencies in nearly 
all major milksheds. In processing market, numerous producers 
sell to oligopsonistic processors or through cooperative process- 
ing associations; little product differentiation at farm level other 
than on a quality basis; co-operatives and others achieve some 
differentiation at wholesale and retail through use of advertising; 
entry unrestricted at producer level; prices influenced by govern- 
ment purchase of selected products. 

Fruits and vegetables—In fresh markets competitive producers 
and producer-shippers face few buyers or have option to ship to 
auctions or commission merchants in terminal markets; no prod- 
uct differentiation except on basis of variety grade, size, regu- 
larity, date and occasionally brand; no institutional barriers to 
entry; buyers exert considerable power locally in very short-run 
period. In processing markets, many producers contract acreage 
or production with one of few processors or as a member of a 
co-operative processing organization; no differentiation of raw 
product except on basis of quality and size; entry partially re- 
stricted by contract availability; prices largely set by leading 
processors in any area, 


Thus, markets in which farmers sell vary in structure from 
almost purely competitive to near monopoly in isolated cases, de- 
pending on product and location. Typically, however, the farmer 
is faced with an oligopsony with a nearly-competitive fringe. 
Mergers, individual firm growth, and affiliation of independent 
firms to achieve the advantages of large scale buying have in- 
creased the oligopsonistic character of the food retail markets. 
Horizontal integration at the retail level has fostered brand de- 
velopment and acceptance, generating occasional profitable ven- 
tures in grocery manufacturing, extensive contracting for items 
packed to specification under private brands, and increased direct 
purchases from producers, Alternative analytical approaches to 
research into the price and nonprice aspects of imperfect compe- 
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tition in agricultural markets have been well presented and illus- 
trated by Clodius.6 His presentation of the role of economic 
theory in explaining the motives of management and observed re- 
sults is particularly appropriate. 

Producers, through co-operative ventures, have generated 
some degree of market power with given products in some locali- 
ties. Co-operative bargaining associations and co-operative proc- 
essing and marketing firms have increased in importance. Co- 
operative organizations formed to market such products as fluid 
milk, lemons, oranges, almonds, avocados, walnuts and cran- 
berries have been able to approach a monopoly position, practicing 
market discrimination techniques, withholding from market or 
disposing of the product to exploit the demand function in the in- 
terest of increasing total return to producers, and exercising 
other devices available only to those in near-monopoly positions. 
The bargaining strength of the co-operative is determined by the 
degree of control over supply, the cross-elasticity of demand with 
competing products, the barriers to entry, buyer concentration and 
knowledge, to name the most important.’ In other instances, pro- 
ducers have, through co-operative action, invaded the processing 
industries to compete effectively as members of oligopolistic 
(fruit and vegetable canning) or, at least, monopolistically com- 
petitive (wine) agricultural industries. Increased buying power by 
retailers and selling power by producers have, in some product 
lines, reduced margins to processors substantially. 


Firm Interaction—Causes, Effects, and Adjustments 


Examination of given agricultural industries provides some 
basis for evaluating the impact of selected market forces on indi- 
vidual farms and, conversely, of adopted production technology on 
processing and marketing firms, However, considerable caution 
must be exercised in identifying cause and effect. Changes in 
market structure, particularly at initial levels, have increased 
producer interest in markets and marketing decisions, This is not 
to imply that attention has shifted from questions of production 


6. Clodius, Robert L., ‘‘Developing Buying Policies in Decentralized Assem- 
bly Markets,’’ Journal of Farm Economics, Vol. XL, No. 5, December 1958, pp. 
1541-50. 

7. The degree to which monopoly power can be exercised in selling agricul- 
tural products tends to be limited by the fact that production is periodic and rela- 
tively uncontrolled and full vertical integration cannot be achieved. 
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efficiency but that the managerial input in agriculture has neces- 
sarily been expanding in perspective. 

Similarly, adoption of new technology in production is often ac- 
companied by changes in processing techniques and markets, Less 
attention has been given to effects of technological changes in the 
production sector on processing and marketing, perhaps in part 
because of the obvious difficulties of identifying the origin of 
forces. Better varieties, improved cultural practices and im- 
proved feeding techniques have undoubtedly assisted individual 
farmers and ranchers in meeting the increasingly stringent de- 
mands of the market. While it is probable that changes in dis- 
tributors’ procurement practices have encouraged the develop- 
ment and adoption of improved varieties and practices, the major 
motivating force has undoubtedly been the opportunity to increase 
net earnings through cost reduction per unit of output by the 
adoption of new production technology. 

An examination of production and marketing of five different 
types of agricultural commodities illustrates the nature of adjust- 
ments taking place at various points in the sequence with a variety 
of products in many locations, 

Perishable Commodities for Fresh Consumption—Lettuce and 
Shipping Peaches. The producers of a highly perishable com- 
modity such as lettuce have been particularly vulnerable to con- 
centration in buying. For example, in the Salinas-Watsonville 
(California) summer lettuce district, at one time, fifty buyers 
constituted the market. It is contended that, today, less than a 
dozen buyers are purchasing for organizations which control an 
estimated 75 per cent of the lettuce sales at retail.8 Lettuce pro- 
ducers have complained that gross profit margins on fresh vege- 
tables and particularly lettuce, are excessively high. They grant 
the perishable nature of the product and the possibility of market 
loss through spoilage; but they object to the receiver having power 
to reject on the basis that the product was in unsuitable condition 
at time of shipping. It is argued (and economic theory supports the 
argument) that receivers can shift the full impact of excess 
quantities in the market onto the producers while maintaining rela- 
tively stable retail prices. 

Individual growers have attempted to increase their bargaining 
position by packing their own lettuce and that of other growers, 


8. Testimony of Mr. Ralph A. Nemanick before the House Subcommittee No. 5 
on Distribution Problems of the Select Committee to Conduct a Study and Investi- 
gation of the Problems of Small Business, Tuesday, November 10, 1959, San Fran- 
cisco, California. 
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Much effort has gone into establishing volume and brand names in 
an attempt to attract and hold large buyers. Quality of product 
and timing of plantings to insure sufficient and continuing volume 
have received special attention. Some success has been achieved 
by the larger volume grower-shippers. However, part of their 
success has been at the expense of the smaller producers who 
have contracts to supply the grower-shipper with part of his 
needs. Thus, the large grower-shipper has some opportunity to 
sell his own product in the high price periods and sell that of his 
contracted producer on days when prices are less favorable. With 
additional price risk shifted onto him, the small volume producer 
finds it increasingly difficult to survive as the price risk he must 
bear increases. Producer willingness to cut and ship as long as 
price meets or exceeds marginal costs of harvest has undoubtedly 
been exploited by buyers. The small volume producer cannot 
amass sufficient capital in a reasonable time to become a volume 
shipper and gain bargaining strength. 

Two trends seem apparent. In the short-run, marketing orders 
aimed at stabilizing the flow of summer lettuce to market might 
permit all producers to stabilize and perhaps increase net in- 
comes, In the longer-run period, large volume grower-shippers 
will get larger and eventually, in all probability, force buyers to 
enter into formal or informal agreements, Those firms remain- 
ing will be large volume concerns, producing and packing. Closer 
co-ordination between retail demands and production can be 
achieved. Conventional price-making forces identified with the 
impersonal centralized market will largely have given way to bi- 
lateral bargaining. Where forward sales are arranged, price 
limits will approximate those appropriate to the bilateral monopoly 
model. 

At the production level, field packing of lettuce in fiber board 
containers and vacuum cooling are technological developments 
fostering adjustments at various stages of the marketing sequence. 
Adjustments to new production technology often involve processors 
in furnishing machines or labor. In lettuce, packing sheds and 
icing of wooden crates prior to shipment have practically disap- 
peared. Additional motive power per train of lettuce cars is re- 
quired to run the fans in the newer type of cars. Women clerks at 
the retail level can handle the lighter cleaner package. Bulk-bin 
harvest, vacuum cooling, and rapid transit in bins to distribution 
centers appears to be the next step. Further packing will be de- 
signed to meet the specific needs of local retail outlets, 

The producer of shipping peaches has three alternative strate- 
gies he can follow. First, he can expand into packing and cold 


XUM 


MARKETING AND PRODUCING IN AGRICULTURE 44] 


storage, if he produces; or he can contract with other producers 
for sufficient volume and seasonal spread in varieties. A broader 
managerial skill is required to coordinate the production and 
marketing aspects of the business. A new type of labor is re- 
quired, often introducing the basis for substantial reorganization 
of the entire operation around a more permanent, higher skilled 
labor force. Such reorganization is in keeping with acceptable 
solutions of the current labor problems in this type of agriculture. 
Total capital requirements—both fixed and working—for the farm 
increase, 

However, his bargaining power is not likely to equal that of the 
buyer representing an integrated corporate chain or a group of 
affiliated independents. The incentive to achieve sufficient volume 
to supply the total needs of one or more large volume buyers in 
order to exert greater bargaining power is tempered by the fact 
that economies of large-scale operations in fruit packing are as- 
sociated primarily with spreading of fixed costs over larger total 
volumes, since the total variable cost function is linear Advan- 
tages of increased size are largely exhausted at volumes far be- 
low most buyers’ total demands. As second and third alternatives, 
the smaller volume producer can arrange to market through a 
grower-shipper or join with other producers in a co-operative 
packing and marketing venture. Much historic precedent exists 
for the latter course of action. Cost reduction through volume 
packing is subject to the same economic forces regardless of 
form of business organization. Further, where the private firm 
can expand by merely adding capital, the co-operative organiza- 
tion may have to consider questions of equity among members, 
particularly when capital for expansion is obtained from the 
membership. How well an individual member fares will be de- 
termined in large measure by the astuteness of the management of 
the co-operative. 

The member of a co-operative fruit marketing organization, 
using long time pools, may share intraseasonal price risks with 
other producers, thus reducing the impact of a very low price at 
the time he would ordinarily market. With some products, co- 
operative association members have become aware of the need for 
understanding intertemperal demand relationships as a basis for 
intraseasonal price discrimination. 


9. French, B. C., L. L. Sammet and R. G. Bressler, ‘‘Economic Efficiency in 
Plant Operations with Special Reference to the Marketing of California Pears,’’ 
Hilgardia, Vol. 24, No. 19, July 1996, University of California, Berkeley. 
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Perishable Commodity for Processing—Tomatoes. Producers 
of fruits and vegetables for processing face an oligopsonistic 
structure of canners and freezers who contract most of their ton- 
nage before planting, in:the case of annuals, and by the season for 
perennial crops. Contracts between tomato producers and proc- 
essors typically specify acreage, minimum quality, rate of ac- 
ceptance, and price. Growers who have become dissatisfied with 
their lack of bargaining power have in some areas formed bar- 
gaining associations. Many producers have failed to recognize 
the pressures placed on processors by the increased concentra- 
tion at the retail level. Profit rates in processing are already 
relatively low. Large retailers have forced price and other con- 
cessions from processors, either directly through bargaining or 
by entering into direct competition. Independent processors have 
attempted to force producers to share in whatever concessions 
are made. 

The grower-owned and operated co-operative processing facil- 
ity represents a formidable element in the fruit and vegetable 
processing industry in California. The individual producer - 
member increases his profit (and loss) opportunity in exchange for 
the use of some of his capital, perhaps some of his managerial 
talents, and some of his rights as an individual producer for a 
specified period. Insofar as processing creates additional serv- 
ices for which housewives are willing to pay, the co-operative 
processing member stands to gain since the demand for services 
is rising at a much more rapid rate than the demand for the physi- 
cal product, 

The impact of a change in production technology on processors 
is well illustrated by the pending mechanization of the tomato 
harvest. Nearly full adoption within two years of perfection is 
virtually assured in the face of a 40 per cent reduction in picking 
costs and a shortage of seasonal field labor. Present machine de- 
sign removes the vine and separates all tomatoes. Sorters ride 
the machine, removing damaged and green tomatoes before the 
ripe tomatoes are bulked for transfer to the processor, Plant 
breeders are producing a vine which will ripen more uniformly, 


10. In 1959, 23 co-operative wineries, 12 canning or freezing co-operatives 
and nearly 40 other types of fruit and vegetable processing facilities were co- 
operatively owned or operated. The largest is the California Canners and Growers 
Association which has purchased several independent canneries and is packing 
pears, peaches, tomatoes and asparagus. Co-operative processors also are well 
established in many other states such as Blue Lake Packers and Eugene Fruit 
Growers in Oregon, Knouse Foods Cooperative, Inc., in Pennsylvania and the Na- 
tional Grape Cooperative Association, Inc., in New York, 
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will require the appropriate amount of tension to remove fruit 
from the vine, and retain the desired texture, chemical, and flavor 
characteristics in the fruit. 

To the processor, internal damage and concentrated arrival at 
the plant are critical factors. Serious off-flavoring in products 
resulting from enzyme action in damaged areas can be overcome 
by shortening the elapsed time between the field and processing. 
Handling the total production in 30 to 40 days is less easily solved. 
Processors will adapt to quality decline by increasing tolerances 
in grade and reducing the time lag. What action will be taken to 
meet the peak in delivery is not known, Producers may be faced 
with contracts specifying delivery dates to insure a longer proc- 
essing season, Processor adaptation may involve reduced con- 
tract prices to producers, 

Livestock Product Partially Integrated—Beef Cattle. Major 
changes in beef cattle markets from the producer’s point of view 
have been the increase in direct buying on specification by retail- 
ers from packers, the relocation of packers in the ‘‘interior,’’ and 
the concurrent decline in terminal market volume. Specification 
buying by retailers, together with their entry into meat packing, 
have induced the packers to pay more for animals meeting the 
specifications. The move of packers to the country has been ad- 
vantageous to producers in reducing marketing costs; but, the con- 
current decline in terminal market volume and the decline in 
average quality of animals moving through the terminal market 
has partially destroyed the major pricing point for livestock. 
Volume buyers operating in the country have apparently been able 
to force sales concessions that could not have been accomplished 
in the terminal markets,!1 

In producing beef, for example, the feedlot operator has found 
it advisable to increase his volume and to feed in exact conformity 
with quality and weight specifications. Failure to do so means 
loss of outlet or lower price. The margins today’s commercial 
feeders experience will not permit them to stay in business in- 
definitely at prices packers are willing to pay for animals not 
meeting their specifications or those imposed by the retail buyer. 

The farm-feeder, just as the small fruit or vegetable producer, 
finds it increasingly difficult to market his small lots in compe- 
tition with the larger volume feeder. He is often limited to an 


11. Testimony of Louis F. Bein, Berthaud, Colorado, before Subcommittee 
No. 5 of the House Select Committee on Small Business, November 16 and 17, 1959, 
Denver, Colorado. 
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auction sale or must incur disproportionately high shipping ex- 
penses and shrink to market. The option to feed for others on 
contract which, during unfavorable prices, the volume feeder often 
exercises, is ordinarily not available to the farm feeder. Thus, 
the small volume farm-feeder faces a declining return on his la- 
bor, his farm-produced feed, and his investment in agriculture. 
Many farm-feeders have been forced to abandon feeding and to 
sell feed to the larger feeders. A few large feeders in any region 
can influence the prices the producer receives for his feed within 
limits imposed by interregional transfer costs. These influences 
combine to reduce gross farm incomes, on-farm employment for 
the farm labor force, and operator earnings. 

Where packers do their own feeding or where close ties exist 
between packers, feeders, and retailers, the independent feeders 
may share disproportionately in the losses during low price peri- 
ods and in the gains during favorable price periods. During 
periods when the supply of fed animals exceeds the demand of 
packers, many feeders must resort to consignment selling. Under 
such circumstances packers, acting as brokers, have been accused 
of using this meat to undersell other wholesalers, !4 

The range livestock producer increasingly is selling to order 
buyers representing feeders. To meet the packers’ specifications 
and still make money, the feedlot operator desires to purchase 
animals that he can bring to appropriate weight and finish at 
minimum cost tohim. The feeder seeks healthy light weight ani- 
mals in thin condition. But the range cattle producer has looked 
to a heavy calf at weaning time, a high per cent calf crop, anda 
good quality calf for his profit. He has accomplished this with big 
cows, early breeding to quality bulls, and close attention to the 
nutritional requirements of his cow herd. If the rancher is forced 
to provide lighter animals to the feeders, either the feeder will 
have to pay more for them or the rancher will be forced to shift 
his breeding, feeding and/or marketing program in an attempt to 
meet the demands of the market. The latter alternative cannot be 
accomplished without severe readjustments in range resource use 
and pricing of inputs. 

In view of the divergent interests of the rancher and the feedlot 
operator with respect to the type of young animal desired, the 
rancher may find it more profitable to contract with a feedlot 
operator to feed his larger calves or yearlings to market weight 
and sell them for him. By creep feeding the calves, the desired 


12. Louis F. Bein, op. cit. 
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finish can be achieved at a weight. of 900 to 1,000 pounds. How- 
ever, the consumer and livestock producer might both benefit 
from a longer period on the cheaper range feed. Some contend 
that high quality, fast growing cattle of the popular breeds, under 
proper management and environment, will finish for slaughter at 
desired weights and at less total cost. !° 

Livestock Product Totally Integrated—Broiler Production. It 
is estimated that approximately 90 per cent of all broilers pro- 
duced in the United States today are grown under contract either 
with a feed company or a processing firm. The corporate grocery 
chains and other retail organizations purchase the bulk of their 
supplies direct from the processors who have placed large plants 
in the areas of concentrated production. 

Feed companies are the principal contracting firms supplying 
chicks, feed, credit, management, risk-bearing and marketing 
services, Typically, title to the birds remains with the feed deal- 
er. The ‘‘producer’’ may, under some types of contracts, receive 
added inducement over his salary for ‘‘outstanding performance.”’’ 
In this most complete of all types of contracted production, the 
producer is little more than a salaried employee with extremely 
limited opportunity to exercise his managerial skill. Many people 
with limited capital view this as an opportunity to enter agricul- 
ture. The opportunity to amass sufficient capital to gain a meas- 
ure of independence has been somewhat limited. 

The pattern of development of production and market organiza- 
tion in the broiler industry provides much grist for those who wish 
to speculate on the future of other types of livestock feeding oper - 
ations. Similar contractual arrangements for the production of 
hogs are available with feed companies, but there is varied opinion 
as to what extent this will expand. A primary deterrent appears 
to be the fact that the two principal ingredients—corn and feeder 
pigs—are produced on the same farm. The labor supply is readily 
available and financing is associated with feed production rather 
than feed purchases. Also, feeder pigs are not easily produced in 
quantity as are chicks. Large volume feeder pig operations have 
experienced excessive disease and death losses, Physical and 
biological considerations in many types of agricultural production 
are likely to continue to overshadow market influences in directing 
organization and structure at the farm and initial market levels. 


13. For example, see Albaugh, Reuben and A. D. Reed, ‘‘Large and Small 
Animals in Efficiency of Production,’’ (unpublished manuscript), University of Cali- 
fornia Agricultural Extension Service. 
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Perishable Commodity with Controlled Price—Los Angeles 
Fluid Milk Market. Production and marketing of fluid milk for 
the Los Angeles area provides examples of many types of inter- 
actions which affect all segments of the industry.!4 Further, in- 
fluence of institutional constraints as modifying factors in adjust- 
ment by individual firms and industry segments is clearly illus- 
trated. Approximately 9 million people in the greater Los Angeles 
area obtain their fluid milk and cream products through retail, 
home delivery, or cash-and-carry outlets. 

The distributive trade, to which the producers sell, can be 
characterized as an oligopsony with a fringe of many small firms 
on the buying side and an oligopoly with a fringe on the selling 
side. Difficulty of transfer from one distributor toanother creates 
a near monopsony facing the individual producer. Minimum pro- 
ducer and resale prices are established and trade practices are 
stringently controlled under state legislative authority. Entry of 
new distributive firms in the face of excessive industry capacity 
takes place with the major objective of all firms being maximiza- 
tion of Class 1 sales (fluid milk and cream). Inherent in this type 
of organization is the procurement of milk from producers in ex- 
cess of fluid requirements at any given point in time. Since con- 
sumer, and thus retailer, demand fluctuates from day to day and 
season to season, procurement beyond fluid requirements takes 
place, 

Ties between distributors, retailers, and producers are of 
several forms, Since competition among distributors centers on 
increasing their sales, several techniques have evolved to capture 
shelf space in retail stores. Several large distributors have in- 
vested in established supermarkets to acquire exclusive supply 
rights. Four supermarkets have established or purchased stock 
in ‘‘captive creameries,’’ primarily to avail themselves of volume 
delivery and the profit opportunities available as a result of the 
minimum resale price provisions. In both instances, low cost 
handling of large volumes of milk and products is achieved. Once- 
a-day delivery and a complete truckload per stop are common. 

Dairymen are directly affected by the struggle for market 
shares. Whenever one distributor loses or gains outlets, his sup- 
pliers either lose or gain in volume because of the producer - 
distributor contract system. The buyers’ market which, to many, 


14. For an economic analysis of the Los Angeles milk market see Fletcher, 
L. B., ‘‘Growth and Adjustment of the Los Angeles Milkshed: A Study in the Eco- 
nomics of Location,’”’ (unpublished Ph.D. thesis), University of California, 1960. 
This study is to be available shortly in printed form. 
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appears to be nearly chronic in nature has produced a contractual 
system favoring the distributor. Distributor-producer contracts 
specify the total quantity of milk each producer can ship to the 
distributor with which he contracts, the proportion of that quantity 
for which he will be guaranteed the price commensurate with 
Class 1 use, method of pricing, and a variety of other items, vio- 
lation of which may lead to termination of the contract on rela- 
tively short notice. 

The pricing and contract system for fluid milk prevailing in 
California has resulted in a revenue structure facing the producer 
unique in agricultural markets. The average revenue function is 
infiniteiy elastic at the Class 1 price level in the vicinity of the 
level of output equal to the Class 1 guarantee. Lower levels of 
production result in cancellation of contract. As production and 
sales increase beyond the Class 1 guarantee, the average revenue 
declines, the slope being determined by the rate at whic’ lower 
class uses substitute for Class 1 usage. The marginal revenue 
function is thus discontinuous and, depending on how fast average 
revenue falls as output is increased beyond the Class 1 guarantee, 
optimum output for the individual dairyman may be constant over 
a fairly wide range in marginal unit cost.15 

With power over procurement residing largely with the dis- 
tributors and a state minimum pricing system which requires the 
producer nominally to pay all transport costs, the distributor is in 
position to select his shippers. About 70 per cent of the market 
milk fat in the Los Angeles milkshed is obtained directly from 
local producers. Approximately 20 per cent represents bulk 
transfers from the San Joaquin Valley. The remainder comes 
from such areas as the coastal counties of Ventura, Santa Barbara, 
San Luis Obispo, and San Diego. San Joaquin Valley transfers 
come from country plants also owned by the distributors and co- 
operatives in Los Angeles and represent milk purchased under 
contract. Contractual terms vary widely between the two major 
supply areas, with much more favorable contract terms being of- 
fered to the producers adjacent to the consuming area. Since 
there is no price incentive to the distributor which would encour - 
age this procurement pattern, it rests largely on historical prece- 
dent and the opportunity to maintain tighter control over the ship- 
pers, 


15. For a discussion of optimum adjustments on individual dairy farms in the 
Los Angeles milkshed see Davidson, J.R., ‘‘Economic Efficiency and Firm Adjust- 
ment for Market Milk Products in the Southern Metropolitan Milkshed of Cali- 
fornia,’’ (unpublished Ph.D. thesis), University of California, 1960. This study is 
to be available shortly in printed form. 
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The production costs per hundred weight of milk in the metro- 
politan area are considerably higher than in the San Joaquin Val- 
ley. The producer in this area maximizes his profits by merely 
meeting the production as required in his contract. If he wishes 
to expand his sales, he can do so profitably only by purchasing 
additional ‘‘shipping rights’’ currently at the rate of approximately 
$400 per pound of fat per day. The willingness of producers to 
pay such prices is an indication of the interaction of the pricing 
and contract system, 

By contrast, the San Joaquin Valley producer enjoys lower 
production costs on the average but also faces a lower blend price 
for his product. He tends to produce beyond his base quantity, 
selling a relatively large proportion of his output for lower prices. 
He constantly strives to increase both his base and ‘‘Class I 
guarantee’’ as a means of raising his net income, The desire to 
increase the Class 1 guarantee has led many producers to increase 
output in the short-run beyond the price maximizing level and, in 
many cases, the long-run results have supported the wisdom of 
disregarding a single short-run equilibrium position. Not all pro- 
ducers in the milkshed have been so fortunate. 

Differential treatment will likely continue until either a change 
in the pricing structure is brought about, a market wide pooling 
arrangement is adopted (a rather remote possibility) or urbaniza- 
tion forces producers to abandon their present locations and poten- 
tial locations in the eastern portion of the southern producing area. 

Partly as a result of market-induced pressures, producers 
have had to concentrate their managerial efforts on the dairy op- 
eration in order to adjust output to the contract terms and continue 
to produce profitably. Producers adjacent to Los Angeles have 
long operated dry-lot dairies where virtually no feed or replace- 
ments are produced on the dairy. Attention is devoted entirely to 
the milking operation, the health and breeding of the cows, and 
marketing of the product. A shift toward dry-lot dairy operations 
in the Valley is also taking place. 

Recently producers in the San Joaquin Valley attempted to 
exert collective power against the distributors to achieve more 
equitable treatment relative to the producers in the Los Angeles 
area. The result of this ill-timed venture clearly demonstrated 
that the bargaining power resides with the distributors and that 
the elasticity of supply response in the metropolitan producing 


| 


MARKETING AND PRODUCING IN AGRICULTURE 449 


area currently approaches infinity within relevant levels of out- 
put.46 While of limited geographic interest, the Los Angeles milk- 
shed provides an excellent illustration of the intricate relation- 
ships that can generate among segments of an agricultural indus- 
try and the adjustments in business organization and control that 
may evolve, 


A Look to the Future 


Increased exertion of buying power by various elements in the 
food industries is anticipated. The growth of corporate chains and 
voluntary and co-operative purchasing groups continues, Many of 
these organizations have failed to exercise the degree of market 
power of which they are capable. Fear of anti-trust action and, 
in some cases, concern over public opinion have been partly re- 
sponsible. 

Initially, major impact will fall on those lines of production 
such as iresh fruits and vegetables and livestock which have al- 
ready experienced extensive market reorganization and adjust- 
ment. Cotton producers may well face increasingly stringent 
specifications as competitive fibers are continuously improved. 
Other commodity groups in given localities yet ‘‘untouched’’ will 
certainly feel the pressures of market reorganization but the con- 
clusion that all agricultural producers, regardless of location or 
commodity, will succumb to the pressures of organizations in the 
market is not justified. 

Farmers’ and ranchers’ bargaining positions in many areas 
and in selected commodity lines have tended to become relatively 
weaker in recent years with several notable exceptions which in- 
clude some processed vegetable and fruit crops, nuts and other 
products, Collective action by producers in some limited lines of 
production and in some areas has provided various degrees of 
market power. Bilateral bargaining will undoubtedly become more 
prevalent in setting pricing and terms of trade between various 
elements in the production-marketing sequence. But, even under 
conditions where producers are able to engage in collective bar- 
gaining with various buying organizations, increasing market- 


16. Fortunately for the northern producers, lack of facilities for handling 
fluid milk beyond day-to-day needs in the Los Angeles area together with the fluc- 
tuations in consumption prevented distributors from completely severing all con- 
tracts. Subsequent action on the part of the distributors in improving the con- 
tractual terms to San Joaquin Valley producers, partly at the expense of producers 
near Los Angeles, is evidence of concern with the economic well-being of those 
who constitute this needed source of supply. 
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induced influences will be exerted on resource allocation, scale of 
operations, scope of managerial decision making, and capital 
structure on American farms. Technological innovations will 
continue to influence strongly individual farm and ranch adjust- 
ments and will undoubtedly foster further changes in processing 
and marketing. 

In the past there has been a tendency to view all market-in- 
duced changes at the production level as injurious to the individual 
producers. In the period ahead, this view must be modified if 
producers and producer groups are to reap the gains which can 
accrue to the participants in a well organized and coordinated 
production-marketing system. For example, many broiler pro- 
ducers are now enjoying a higher income with less uncertainty 
than they had previously known, Many produce growers and ship- 
pers have been able to diversify and reduce in part the wide fluc- 
tuations in net income. 

The greatest benefits from changes in food market structure 
have undoubtedly accrued to American consumers in the form of 
lower prices, better quality merchandise and greater convenience; 
but, as competition in food production processing and marketing 
continues to squeeze profit margins, the tendency toward tacit 
agreements among competing firms at various levels in the mar- 
keting sequence will increase, Public agencies responsible for 
policing business practices may find appropriate criteria for 
measuring illegality increasingly difficult to establish. What con- 
stitutes an unfair practice, or excessive concentration of power 
under one market system may be necessary to the survival of 
critical elements in another. The strategies of firms at all levels 
must be subjected to continuous scrutiny against a constantly 
shifting industry structure. It is conceivable that producer co- 
operative organizations will lose some of their past immunity 
from regulations imposed on other types of business organizations, 
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49. DISCUSSION 


W. E. Hamilton:* The papers we have just heard present a 
provocative and challenging picture of the changes taking place in 
the food industry. 

Both authors have stressed the interdependence of the various 
segments of the agribusiness complex and the resulting tendency 
for changes in one segment to force changes in other segments, 
Both foresee continuing pressure for fundamental changes in tra- 
ditional ways of doing business. Both have referred to the de- 
velopment of institutional devices and arrangements that probably 
will produce a much greater coordination—or integration—of the 
production, processing and distribution of farm products in the 
future. The big difference between Professors McCorkle and 
Arthur appears to revolve around the effect of changing conditions 
on competition at various levels in the food industry. 

McCorkle finds that the farmer typically ‘‘is faced with an 
oligopsony with a nearly competitive fringe’’; that the primary 
producer’s bargaining power has tended to become relatively 
weaker in many areas in recent years; and that ‘‘increased exer - 
tion of buying power by various elements in the food industry’’ is 
to be expected. 

On the brighter side, at least from the farmer’s viewpoint, he 
finds that ‘‘collective action by producers in some limited lines of 
production and in some areas has provided various degrees of 
market power’’; that market-induced changes are not necessarily 
injurious to individual producers; and that ‘‘the greatest benefits 
from changes in food market structure have undoubtedly accrued 
to American consumers,’’ 

The conclusion that ‘‘greatest benefits. . . have accrued to 
consumers’’ seems to suggest that the food industry has operated 
in a rather competitive fashion despite the existence of varying 
degrees of market power in some areas. Arthur supports this 
view with the conclusion that ‘‘the dimensions of competition are 
indeed much more numerous than they have been pictured in even 
the most sophisticated of economic theories.’’ 


*W, E, Hamilton, American Farm Bureau Federation. 
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As a representative of a general farm organization, I am par- 
ticularly interested in the impact of changes in technology and 
market requirements on producers. What will be the effect on 
the producer’s opportunity to earn income? What producer -spon- 
sored activities, or national policies, if any, will be required to 
help producers meet the challenge of changing conditions? 

Many of the changes currently taking place in the food industry 
involve what has been called ‘‘vertical integration.’’ Professor 
McCorkle made only a passing reference to the term, and Profes- 
sor Arthur avoided it by defining integration as ‘‘the summation of 
all of the ties which relate the ultimate consumer to the resources 
that are to be employed in serving him.’’ 

This broad definition has both advantages and disadvantages, 
On the plus side, it calls attention to the fact that, under a market 
system, the consumer and producer are necessarily tied together 
by a chain of interrelationships. On the negative side it diverts 
attention from the importance of the changes currently taking 
place in the nature of some of these interrelationships. 

While I do not wish to quibble over terminology, I do think it 
important to distinguish between the informal interrelationships 
that develop more or less automatically in a market system and 
the interrelationships that have been institutionalized by common 
ownership or binding contracts. This apparently is the objective 
of those who use the term ‘‘vertical integration’’ to describe sit- 
uations in which two or more steps in the procedure and marketing 
process are tied together by common ownership or contract, 

Vertical integration, as thus defined, is a matter of serious 
concern to farmers, It involves fundamental and far-reaching 
changes in relationships between business units that have been 
operated independently in the past, even though they have been 
responsive to the same forces. Such changes raise important 
questions about the future. The answers are not always clear to 
the trained analyst, let alone the individual farmer; and uncer- 
tainty increases concern, 

Farmers are keenly aware of the disparity in size that general- 
ly exists between their operations and those of the firms upon 
whom they are dependent for supplies and access to consumer 
markets, They often assume that there is a similar disparity in 
bargaining power. In the absence of integrated operations they 
can take some comfort from the knowledge that most producers 
of farm products are in the same boat, and that the antitrust laws 
provide some protection against the exercise of monopolistic 
power in restraint of trade. McCorkle’s conclusion that many 
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food industry ‘‘organizations have failed to exercise the degree of 
market power of which they are capable’’ suggests that antitrust 
policies and public support of the antitrust principle have been 
an effective restraint on the use of market power in the food in- 
dustry. 

The prospect of closer ties between various stages in the pro- 
duction, processing and distribution of farm products leads to 
fears that the individual farmer may be forced to compete with 
larger and stronger integrated units; that such firms may be will- 
ing to use processing and distribution profits to offset losses on 
farm production; and that the farmer may be in danger of losing 
his traditional independence to suppliers, processors and dis- 
tributors who would subordinate his welfare to their own. 

Assuming maintenance of relatively competitive conditions, 
such fears probably are unwarranted. It is, of course, true that a 
large, financially strong firm can easily withstand losses that 
would bankrupt most farmers. In a competitive system, however, 
it is unlikely that any firm would incur such losses as a matter of 
policy. To do so for the purpose of reducing competition would be 
to invite antitrust action. Furthermore, processing and distribu- 
tion margins tend to be low in the food industry, and management 
generally is under pressure to eliminate losing operations. As 
McCorkle has noted, however, integration can create some serious 
marketing problems for the unintegrated producer. 

The farmer’s concern with the possible threat of vertical inte- 
gration to his traditional independence is really a concern over 
the future of his opportunity to earn income. If producing to 
specification under a contract increases his income the average 
farmer undoubtedly can be reconciled to contract provisions 
which reduce his freedom to make independent management deci- 
sions. This apparently has happened to some extent in the broiler 
industry, as McCorkle concludes ‘‘many broiler producers are 
now enjoying a higher income with less uncertainty than they had 
previously known.’’ 

Much of the concern that has developed with regard to the ef- 
fect of vertical integration on the income of broiler producers 
undoubtedly reflects the rapidity with which cost-reducing tech- 
nological changes have taken place, as well as the limited alterna- 
tives available to many producers and potential producers, The 
existence of substantial underemployment in agriculture cannot 
help but weaken farmers’ bargaining power under conditions such 
as those prevailing in the broiler industry. 

Where there is an economic basis for closer relationships be- 
tween various steps in the production and marketing process, it 
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would appear that farmers should be able to obtain a share of the 
benefits in return for their participation in new arrangements. 
When such arrangements increase the interdependence of pro- 
ducers and other segments of the agribusiness chain, the ultimate 
result may be to strengthen farmers’ bargaining power; however, 
the possibility of gain does not rest entirely on bargaining power. 
The trend toward closer relationships between producers, proc- 
essors, and distributors may open the way for farmers to improve 
their economic position by doing a better job of tailoring their 
production to effective market demand. 

Professor Arthur has mentioned the possibilities of brand 
identification and product differentiation. In the past, farmers, 
all too often, have produced undifferentiated, or ‘‘cordwood,’’ 
products that do nothing to develop customer loyalty. By produc- 
ing to specification for branded distribution in integrated opera- 
tions, farmers can tie their own operations more closely to the 
requirements of a specific sector of the market. 

Contractual arrangements may also provide a mechanism for 
adjusting the volume of production to market requirements. One 
of the fundamental differences between agriculture and industry is 
that much of industry produces to fill orders, while the average 
farmer produces to employ resources and then looks for a market 
for his output. The all too frequent results are overproduction and 
low prices, followed by excessive cutbacks in production which 
push prices up and induce another round of overproduction, 

If hogs were produced on contract, it is unlikely that the aver- 
age farm price would have varied from a low of $10.60 per hun- 
dredweight in December, 1955, to a high of $21.70 in July, 1958. 
Instead, consideration of the relevant factors by producers and 
processors probably would have led to contracts calling for a 
volume of production that could have been moved into consumption 
at prices somewhere between these extremes. 

Thus, there appears to be a great opportunity to reduce fluc- 
tuations in farm prices through contractual arrangements with 
market agencies, provided the objective is to find the equilibrium 
prices rather than to fix prices at an artificial level. The diffi- 
culty of developing such arrangements will vary greatly from 
commodity to commodity; however, the American Farm Bureau 
Federation is so impressed with the possibilities that it has or- 
ganized a marketing affiliate for the purpose of strengthening pro- 
ducer efforts to develop contractual arrangements with market 
agencies, 

Farm Bureau is well aware of the difficulty of the task it has 
undertaken. The history of efforts to strengthen farm bargaining 
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power is strewn with failures. While the current trend toward 
closer relationships between producers, processors, and dis- 
tributors may improve the opportunity for successful bargaining 
activities, success in this kind of an effort can be achieved only if 
the bargaining association can render a real service to its mem- 
bers and at the same time meet the competition of nonmembers. 

The present farm income situation and the fact that the demand 
for most farm products tends to be inelastic, particularly in the 
short run, create a strong pressure for some kind of supply man- 
agement. The available alternatives appear to be government 
coercion or the development of voluntary contractual arrange- 
ments between producer bargaining associations and market 
agencies. Some will suggest that the job could be done by organ- 
izing farmers into a labor union type of organization. It is doubt- 
ful, however, that labor union methods could be made to work in 
agriculture without the backing of a government program. The 
problem of maintaining fixed prices for products produced over a 
wide area is vastly different from the problem of enforcing union 
wage scales in mass production industries. 

Government efforts to improve farm bargaining power lead to 
well-known problems. Not the least of these are the long-run 
implications of employing political processes to divide up the 
right to produce farm products and the tendency for program 
benefits to be capitalized into land, or certificate, values. The 
value of milk ‘‘shipping rights’’ in the metropolitan area of Los 
Angeles, cited by Professor McCorkle, is a good example of the 
capitalization of the benefits of a restrictive program. 

The alternative of strengthening farm bargaining power through 
the development of bargaining associations to negotiate contractual 
arrangements with market agencies is not spectacular. At best, 
it will be a long and slow process, Nevertheless, the long-run 
potentialities of achieving real and lasting gains appear greater 
for an approach that is designed to improve the operation of the 
market system than for the government control approach. 


Part Seven 


JOINT SESSIONS WITH 
OTHER ALLIED ASSOCIATIONS 


B. Distribution Costs— 


Concepts and Measures 


_ (American Economic Association) 


30. SCALE, SPECIALIZATION 
AND COSTS IN RETAILING 


Richard H. Holton* 


The concept of the long-run cost function is used to ap- 
praise the implication to marketing costs of changes in the 
size of retail establishments. The concept fits only im- 
perfectly, because the retail product (including service) 
necessarily changes with scale and because the larger store 
usually differentiates itself by means of non-price induce- 
ments. On the basis of only a few empirical cost functions, 
the long-run unit cost curve drops precipitously at quite 
low rates of output but declines only gradually over a 
rather wide range, and may eventually turn up again. 
Census data between 1939 and 1958 indicate a shift in 
sales to those types of institutions which are typically 
large. Although our knowledge of cost functions in retail- 
ing is fragmentary and sales per establishment is a poor 
measure of scale, it seems probable that retailing in the 
U.S. is operating with less "excess capacity" and closer to 
the long-run optimum now than in the past. 


NE often hears the practitioners in the field of marketing ar- 

gue that distribution has been increasing in efficiency over 

the years because of ‘‘mass distribution’’; that is, because, among 

other things, retail establishments and retailing firms are be- 

coming larger. What are the prospects that the distribution costs 

in the United States might be lowered in the coming years because 
of the increases in the scale of operation in retailing? 

As the population and the income of a country grow, we would 
expect the distribution network of that country to be more fully 
utilized, ceteris paribus. If a country is rather sparsely settled 
and income per capita is at a given level, some minimum distri- 
bution plant is needed to service the economy. That same country 


*Richard H, Holton, Associate Professor of Business Administration, Univer- 
sity of California. 
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with four times as large a population at the given income level 
would supposedly not need four times as many retail stores, 
wholesale establishments, and so on. Establishments in the dis- 
tributive sector could be operated at rates of output closer to 
short-run capacity, and the size of the firm and the size of the 
plant could in more instances take advantage of possible econo- 
mies of scale. Thus in the more densely populated economy, dis- 
tribution costs per unit of goods moved would be lower. If the 
greater population is associated with greater income per capita, 
then the volume of goods moving through the distributive sector 
would be still larger, relative to the low-population country, and 
there would be more reason to expect economies resulting from a 
more fully -utilized distribution plant. 

In this paper I wish to discuss the possibility of reducing costs 
by increasing scale by first commenting on certain unique aspects 
of the scale problem in retailing, then by reviewing some pre- 
liminary findings of a study of the 1954 Census of Business data 
on retailing. Certain implications for the question of distribution 
costs in the United States can then be cited. 


‘‘Product’’ and ‘‘Scale’’ in Retailing 


One reason retailing is rather ‘‘messy’’ for economists to deal 
with conceptually is that the nature of the product is a bit peculiar. 
Normally we think of the retailer’s products as being the goods on 
the shelves. This view is reinforced by the widely-accepted 
classification scheme employed by the Census, in which retail 
establishments are classified mostly by the major type of product 
sold. Clearly, however, a distinction must be drawn between the 
physical goods and the services which the retailer adds to those 
goods, services which are paid for with his dollars of gross mar- 
gin. These services include not only the credit and delivery serv- 
ices but also such features of his ‘‘product’’ (in the broad sense) 
as the furnishings of the store, the breadth of selection, service 
on customers’ complaints, and, of course, his location. These 
services constitute the major bases for product differentiation 
among retailers. Let us consider, therefore, that the retailer’s 
product consists of the physical goods he stocks plus what we will 
call the service component of the total ‘‘product’’ of the store, 

Strictly speaking, the nature and quality of this service com- 
ponent is not independent of the scale of the establishment. Unlike 
most other firms, the retailer cannot move out along his long-run 
cost function without changing the nature of his product; whereas 
the garden variety cost function we customarily employ in eco- 
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nomic analysis assumes that the product is given. Regardless of 
whether scale is measured by sales, assets, inventory, floor 
space, or employees; the larger scale store is not just a larger 
store but a different one in the eyes of the consumer. Even if the 
product lines are identical in the two stores, in the larger store 
the floor space would be greater or the customers more crowded, 
thus causing the ‘‘product’’ to be different in the larger store. In 
practice, of course, the larger store offers a larger selection of 
goods to help offset the greater searching costs which the con- 
sumer must incur. 

Besides the interdependence of quality of product and scale of 
establishment, retailing is also unique in one critical aspect of 
the buyer-seller relationship. If we ignore mail and telephone 
orders, we can say that retailing as a form of production is singu- 
lar in that the consumer must visit the plant in order to buy the 
product. The retailer, then, if he is to expand his sales, must at 
some point begin offering enough inducements to attract trade not 
only from nearby competitors but from more distant competition 
as well, These inducements may be in the form of lower prices 
or greater services of various sorts, Because the consumer is so 
often interested in visiting more than one retail store in a given 
trading center, the market radius for the individual retailer is 
clearly dependent not only on the nature of his own offerings but 
on the number and the nature of the offerings of the retailers 
‘clustered around him. 

This interdependence of location in retailing complicates the 
discussion of market areas in retailing as compared with manu- 
facturing or primary production, In the latter two cases, we are 
accustomed to thinking of the case of two competitors located 
some distance from each other; the market lying between the two 
firms is divided at the point where the transportation cost gra- 
dients extending out from the two firms intersect. In retailing, 
however, the more relevant transportation cost is not that on the 
goods themselves, although this is obviously involved when the 
retailer extends delivery service, but rather the cost of trans- 
porting the consumer from his residence, in most cases, to the 
cluster of retail stores, The retailer, or the group of retailers, 
must absorb the freight not on the goods but on the customer, i.e., 
they must offer goods of lower price, of better quality or in 
greater breadth of selection by such a margin that the buyer is 
compensated for the extra effort involved in coming to the given 
retailer or retailers rather than to any others, 

Increases in the scale of establishment in retailing, then, are 
associated with changes in the nature of the product offering not 
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only because a bigger store is a different store in the eyes of the 
consumer even if the physical goods offered were identical, but al- 
so because the larger store in practice so often differentiates it- 
self by means of non-price inducements to consumers. Since 
these non-price services, including the breadth of selection, so 
often involve some costs, the economies of scale which might ob- 
tain if the product were held constant do not in fact appear to the 
extent that they otherwise might. 

The large-scale establishment is also thwarted because the 
greater the market to which it sells, the more conducive is the 
environment to specialty shops which can bite off segments of the 
large store’s market. The large store may offer a complex of 
goods and services which appeals to the typical consumer; but as 
the market grows, the number of atypical consumers can reach 
the point where new entrants can survive by segmenting the mar- 
ket. In the department store case, the large store attempts to 
segment the market itself by establishing a budget shop and a bar- 
gain basement, for example, as well as special departments cater- 
ing to the high income trade. The point remains, however, that 
market segmentation by new entrants can chip away at the sales of 
the larger store, thus restricting the scale of the large establish- 
ment, 

To summarize to this point, the scale of establishment in re- 
tailing, mail and telephone orders aside, is limited because the 
customer must visit the plant. Therefore, large scale is asso- 
ciated with a different product mix and it is by no means clear 
that this larger, but different, product mix permits lower unit 
costs of distribution. Furthermore, as the store increases its 
market radius, it increases the probability that new stores will 
enter to specialize in offering a bundle of goods and services 
which diverts a segment of the market from the large establish- 
ment, 


Trends in the Scale of Establishment in Retailing 


Without taking the time for a detailed review of the few avail- 
able studies of cost functions in retailing, we can say, to the ex- 
tent that generalizations are justified in this area, that the long- 
run average unit cost function in retailing drops off precipitously 
at quite low rates of output but declines only gradually over a 
rather wide range, and may eventually turn up again. In other 
words, the function has the shape of a reversed J, with the nearly 
horizontal reaches of the function covering quite a wide range of 
output. If we had detailed cost studies available for each kind of 
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business in retailing, we could determine roughly whether the 
existing establishments are generally operating at low-cost rates 
of output or whether a substantial proportion of the existing es- 
tablishments in the kind of business were still operating at rates 
of output associated with high unit costs. We do know that in 1954 
more than 30 per cent of the total retail trade in consumer goods 
(exclusive of non-store retailers) was accounted for by establish- 
ments in rural areas and in cities of less than 10,000 population. 
Furthermore, sales per establishment in these places are only 
one-third to two-thirds as great as in the rest of the country. 
Presumably, a substantial portion of this 30 per cent of retail 
trade is from establishments operating well short of the lowest 
portion of the long-run average unit cost curve. 

Between 1939 and 1954, the sales per establishment in U.S. 
retailing increased very substantially. After arranging consumer 
goods retail trade into 40 kinds of business in a classification 
scheme which permits comparisons of 1939 and 1954, one finds 
that the mean increase in real sales per establishment is about 111 
per cent.! Of the 40 kinds of business, only six showed increases 
greater than the weighted mean. Among these six, of course, 
were some of the kinds of business which account for a high pro- 
portion of retail trade, namely gasoline service stations, grocery 
stores, and both franchised and unfranchised passenger car deal- 
ers. The median increase was roughly 80 per cent, compared 
with the mean of 111 per cent. Department stores, which account 
for about seven per cent of consumer goods retailing, nearly 
doubled in real sales per establishment over the same period. 

The six kinds of business which pulled the mean increase up 
so high have seen their share of the total in-store consumer goods 
retail trade increase from about 40 per cent in 1939 to over 50 
per cent in 1954, while the six kinds of business with the smallest 
increases in sales per establishment suffered a slight drop in 
their share of the total retail market. Thus, retail trade seems 
to be gravitating toward the kinds of business which have exper - 
ienced the greatest increases in sales per establishment.2 Fur- 
thermore, examination of the preliminary 1958 Census data sug- 
gests that this trend is continuing. 

The point might be put another way: The four kinds of business 


1. The deflators used were tailored to the individual kinds of business because 
a measure of the increase in physicalvolume per establishment was sought; but the 
indexes leave much to be desired. 

2. I do not intend to imply any cause and effect relationship here, but only to 
state the situation. 
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which account for the largest proportions of in-store consumer 
goods retailing are grocery stores, franchised passenger car 
dealers, gasoline service stations, and department stores, in that 
order. These four are all among the top eight in our list of 40 
kinds of business mentioned above. These four kinds of business 
accounted for 50 per cent of in-store consumer goods retail sales 
in 1939, 53 per cent in 1954, and about 57 per cent in 1958, 

From this, then, it is apparent that in order to say much about 
the prospects for distribution costs in the United States, we must 
learn not only what the cost functions for the individual kinds of 
business look like so we can tell what happens in that kind of busi- 
ness as sales per establishment increase; we also need to know 
how the cost functions for the various kinds of business compare 
with one another, since the market shares of the various kinds of 
business are shifting significantly over time. 

Multiple regression analysis of the sales per establishment 
data for the Standard Metropolitan Areas in 1954 suggests that the 
SMA’s which are growing fastest have the largest sales per es- 
tablishment among the convenience goods, but that a fast rate of 
growth is not associated with large establishments in shopping 
goods, passenger car dealers excepted. Furthermore, high in- 
come SMA’s have larger establishments in rather few kinds of 
business. As a matter of fact, women’s clothing and specialty 
shops decrease in size with increases in income, i.e., they are 
smaller in the high income cities. 

It may be that sales per establishment will continue to increase 
among the convenience goods, but that the rate of increase in ap- 
parel stores and many of the other shopping goods stores will be 
much slower. This would seem to be a likely result of the subur- 
banization of retailing. 


Scale of Firm in Retailing 


The phenomenon of ‘‘mass distribution’? presumably involves 
goods moving not only through large retail stores but also through 
large retail firms. How have the chain stores been faring in re- 
cent years? The data are handled most simply if we talk of sin- 
gle-unit versus multi-unit firms. The single-unit establishments 
since 1929 have held their share of total in-store consumer goods 
retail trade between 65 and 71 per cent, contrary to the common 
impression that chain stores are expanding their share of the 
market all the while. The advance report for 1958 indicates that 
the single units still held 71 per cent of the market in that year. 

The percentage of sales accounted for by single unit establish- 
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ments in 1954 ranged all the way from 97 per cent for drinking 
places and 95 for franchised passenger car dealers down to 17 
per cent for variety stores. One can ask whether chain organiza- 
tions will not spring up in those kinds of retailing where single- 
unit firms are now so strong. I have explored this question in 
another paper and so I will merely summarize the conclusions 
here. Chain store organizations have an advantage in those types 
of retailing in which substantial economies can be gained from 
reducing to a routine the decision-making at many points in the 
distribution process. In other words, the distribution of goods in 
the mass is a means of reducing the cost of decision-making per 
dollar of sales. Integration is slow to develop in some types of 
retailing because decision-making cannot readily be reduced to a 
routine; because the economies so gained are not significant rela- 
tive to the total cost of doing business; « because various means 
of quasi-integration produce the desired economies. 

In the future, if means are discovered of reducing to a routine 
the decision-making in those kinds of business in which single unit 
establishments are now strong, will distribution costs fall? This 
depends on whether the savings from the routinization are passed 
on as price reductions or whether the firms concerned think that 
demand is less responsive to price reductions than to other com- 
ponents of the ‘‘marketing mix.’’ If the savings from routinization 
are spent on selling costs, we would not necessarily expect the 
‘expansion of the multiunit retailers to result in lower distribution 
costs, 


Implications for Distribution Costs 


The data show that the scale of establishment in retailing in- 
creased markedly between 1939 and 1954. Increases between 
1954 and 1958 are also generally evident despite the fact that 1958 
consumption expenditures were below the trend line. Not only are 
the establishments in each kind of business increasing in size; 
sales are shifting from the kinds of business in which establish- 
ments are small to kinds of business in which establishments are 
larger. Although our knowledge of cost functions in retailing is 
fragmentary and sales per establishment is a poor measure of 
scale, it seems probable that retailing in the U.S, is operating 
with less ‘‘excess capacity’’ and closer to the long-run optimum 
now than in the past, 

Looking at the firm, rather than the establishment, we can say 
that multiunit firms in retailing seem not to be increasing their 
share of the market, which would suggest that the major economies 
resulting from integration in retailing have already been achieved. 
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Even if increases in the size of the establishment or of the 
firm in retailing bring lower unit costs in terms of the usual cost 
function, the cost savings may be used by the retailer not to re- 
duce prices to consumers but rather to increase other components 
of the ‘‘marketing mix.’’ So it is not at all clear that the in- 
creases in scale of establishment or of firm will operate to lower 
prices to consumers, although increases in retailing services per 
dollar of sales may be inevitable. 
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51. AN INTERPRETATION OF 
CHANGES IN AGRICULTURAL 
MARKETING COSTS 


Frederick V. Waugh* 
Kenneth E, Ogren* 


The trends in food prices, marketing costs, and the farmer's 
bill for nonagricultural services are reviewed. The cost- 
price squeeze of the 1950's, while apparently similar to 
those of the past, must be explained in somewhat different 
terms. The principal factors at work in the 1950's were the 
increased costs of marketing services and the rising levels 
of expenditures for nonfarm services. The result has been a 
downward trend In the amount available for factors used in 
agriculture. A theory of price and income determination 
is posed which suggests that prices and incomes are deter- 
mined basicaily at the consumer level and that returns to 
farmers are residuals. In the light of this theory, and in 
view of the downward trend in agriculture's share of na- 
tional income, any solution is bound to be expensive— 
either in terms of food prices or in terms of government 
outlay. 


N the 1920’s, and again in the 1950’s, American agriculture suf- 

fered from ‘‘cost-price squeezes.’’ Indirectly, these squeezes 
were expensive to the whole economy—to nonfarmers as well as 
to farmers. 

In 1928, Warren and Pearson wrote, ‘‘The maladjustment be- 
tween farm and retail prices has been the most serious single 
factor in causing the agricultural depression.’’! Whether this was 
correct or not, increased food marketing costs during World 


*Frederick V, Waugh, Director Agricultural Economics Division, Agricultural 
Marketing Service, U.S. Department of Agriculture. 

*Ker~oth E, Ogren, Chief, Market Organization and Costs Branch, Agricultural 
Marketin' U.S. Department of Agriculture. 


1. Warren, G. F, and Pearson, F. A., Interrelationships of Supply and Price. 
Bulletin 466. Cornell University Agricultural Experiment Station, Ithaca, N. Y. 
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War I, and the relative inflexibility of these costs in the 1920’s, 
doubtless contributed significantly to the depressed condition of 
American agriculture in the 1920’s. This situation led to agita- 
tion for ‘‘farm relief,’’? which in turn led to the big, expensive 
farm programs we have today. 

The trends of the 1950’s were different from those of the 
1920’s. In the 1950’s, retail food prices moved slowly upward; 
but food marketing costs rose more. So the farmer got less. As 
a result, farm income fell in the 1950’s, while nonfarm income 
reached unprecedented highs. Rising marketing costs were ob- 
viously an important factor in the 1950 squeeze. That squeeze 
has resulted in further expansion of the Government’s farm pro- 
gram; and the squeeze is not yet over. 

We propose to review some of the major trends in food prices 
and marketing costs since 1913, to discuss some of the reasons 
for the cost-price squeeze of the 1950’s, and to suggest some of 
its implications to farmers, to consumers, and to taxpayers. 

In this review and analysis we shall use the broadest possible 
concept of ‘‘marketing costs.’’* We shall include all costs in- 
curred as the farm product moves through the market to the final 
consumer; also the costs of nonfarm services to the farmer. In 
short, we shall include all nonfarm costs of food. These are the 
costs incurred in the markets for food and in the markets for 
farm supplies. They include costs of processing and storing food, 
for example. Also, they include the cost of such nonfarm services 
as those for farm machinery and the processing of feeds, 

We have no quarrel with those who may prefer a less inclusive 
definition; but for the purpose of this paper, we are concerned 
with all these nonfarm costs, whatever they may be called. We 
are concerned, in other words, with the difference between the 
cost of food to the consumer and the net amount of money retained 
by the farmer. It is this difference, or spread, that has been in- 
creasing in the 1950’s; and the change in this spread has been an 
important factor (but certainly not the only factor) in the drop in 
farm income while nonfarm incomes were rising. We find it con- 
venient to call the total spread between consumer costs of food 
and gross returns to farmers the ‘‘marketing cost’’ or the ‘‘mar- 
keting bill.’’ The costs of the nonfarm services to the farmer that 
are a part of his gross returns we call the ‘‘farmer’s bill for non- 
agricultural services,’’ 


2. For a discussion of the rationale of this broad concept see Trelogan, Harry 
C. and Ogren, Kenneth E. ‘What is the Marketing Margin for Agricultural Prod- 
ucts? A Rejoinder,’’ Journal of Marketing. April 1956, pp. 403-6. 
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We shall discuss the trends for food only. This is because we 
have no time series of the marketing costs for textile and tobacco 
products, 


Trends Shown by Market ®asket Data 


For many years the U. S, Department of Agriculture has com- 
puted the annual retail-store cost of a typical family market basket 
of food, and has compared this cost with the income the farmer 
got for the farm products used in the same foods.’ The difference 
is called the marketing spread, or marketing cost. For example, 
in 1960: 


the market basket cost the city consumer $1,045; 
the farmer got 400; 
so, the marketing spread was $ 645, 


So far as possible, the Department prices the same basket of 
foods each year; that is, the same quantities and the same quali- 
ties of the same foods. But, of course, changes have to be made 
in the market basket from time to time to keep it up to date. For 
example, the market basket now includes frozen concentrated 
orange juice and other frozen and prepared foods that were un- 
known 20 years ago. 

To show long-term trends in the market basket data, we have 
spliced several series together, as is commonly done with index 
numbers. The result, shown in Figure 1, is an estimate of what a 
comparable market basket of farm food products would have cost 
consumers each year since 1913, the farm value of the equivalent 
products, and the marketing spread. 

Look first at the period from the beginning of World War I 
(1914) through 1929. Inflation and rising incomes during the war 
pushed up the retail-store cost of the market basket, the value to 
farmers, and the marketing spread. The marketing spread in- 
creased more than the farm value of the foods. Then the market- 
ing spread remained at about 80 per cent above the prewar level. 
When retail food prices fell after the war, and when marketing 
costs were almost inflexible, the only thing that could give very 
much was the price to farmers. The marketing spread did drop 
in the severe price deflation of 1920-21 but remained well above 
the peak reached during the war period. 


3. Ogren, KennethE., editor. Farm-Retail Spreads for Food Products. Wash- 
ington. U.S. Department of Agriculture. Miscellaneous Publication 741. 1957. 
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THE MARKET BASKET OF FARM FOODS* 


DOLLARS 


Retail-store cost 


| 
-Marketing 
| spread 


| 
F fl, 
a arm value 


0 
1913 1923 1933 1943 1953 1963 


% DATA FOR 1947-60 BASED ON AVERAGE 1952 PURCHASES BY URBAN FAMILIES. 
DOLLAR FIGURES FOR 1913-46 ADJUSTED FOR DIFFERENCES IN COMPOSITION. 


U. S. DEPARTMENT OF AGRICULTURE NEG. 6221-60(11) AGRICULTURAL MARKETING service | 


Figure 1 


Everything had to give in the Big Depression of the 1930’s. 
Consumers paid less for their market basket of food; the middle- 
man took less; and the farmer got less for producing the raw ma- 
terials used in the foods, 

World War II again brought iigher incomes and general infla- 
tion, In spite of OPA, the cost oi ‘+e narket basket rose sharply, 
along with all other prices, wages, end profits. During the war, 
and until 1948, the gain in the farm value was greater than the in- 
crease in the marketing spread. Prices received by farmers went 
above the 1910-14 parity levels that Congress had designated as 
the basis for price supports, 

The recession in 1949 brought a taste of what was to come in 
the 1950’s. In 1949 and 1950, the cost to the consumer and the re- 
turns to the farmer dropped, while the marketing spread stayed 
approximately unchanged. The Korean war brought a temporary 
spurt to all three components, 

In the 1950’s, there was no definite trend in the cost of the food 
basket to consumers, but the cost did rise 14 per cent from 1950 
to 1960. After 1951 the farm value went down in most years, but 


= 
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the marketing spread increased in each year for a total rise of 32 
per cent, It is this continued rise in the marketing spread since 
1950 that has serious implications to farm income and to the size 
and cost of farm programs, 

The increasing marketing spread in the 1950’s which is shown 
in Figure 1 was not due to more marketing services. Figure 1 is 
based upon the market basket data, which (so far as possible) 
prices foods of the same kind and with the same services from 
year to year. 

Briefly, Figure 1 demonstrates the following general tenden- 
cies: 

1. During both wars and both postwar inflations the retail cost 
of the market basket rose. For a time, marketing costs increased 
more slowly. As a result, the farm value of foods went up more 
sharply than either the retail cost or the marketing cost. 

2. As postwar inflation petered out, the retail cost of the mar- 
ket basket dropped. Marketing costs tended to stay up, or even to 
increase. The result was a substantial drop in the farm value of 
the foods in the market basket. 


Trends After Two World Wars 


Economic history never really repeats itself. The differences 
in trends in the market basket data after the two World Wars 
were as striking as the similarities. This is shown in Figure 2, 

The inflation during World War I was followed by a moderate 
postwar deflation, and then by a disastrous general economic 
collapse about a decade after the armistice. As a result, 15 years 
after the end of World War I, all three lines on the chart were 
back near 100. That is, the cost to consumers, the farm value, 
and the marketing spread were back near their prewar levels. 
However, in comparison with pre-World War I levels the market- 
ing spread stayed at a much higher level than the farm value. 

We have not had a real deflation since World War II, The in- 
flationary forces have weakened gradually; but the general trends 
of most prices, costs, and incomes have been upward since the 
end of World War II, As a result, all three lines are still sub- 
stantially above their prewar levels, Even the farm value of the 
foods in 1960 were more than double that of 1939. These increases 
were largely the result of changes in costs, due in turn to a large 
drop in the purchasing power of the dollar. 

In both postwar periods, the marketing spread increased rela- 
tive to the farm value, and thus contributed to the cost-price 
squeeze in the 1920’s and again in the 1950’s. 
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THE MARKET BASKET: TRENDS DURING 
AND AFTER TWO WORLD WARS 
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Food Expenditures and Their Breakdown 


Actually, of course, consumers are not buying the same basket 
of food that they purchased 20 or 30 years ago. They are buying 
foods that are more highly processed and sold in fancy packages. 
They are buying more food in restaurants, and more of their food 
is purchased and less comes from farm and home gardens, Thus, 
the total amount of money spent by consumers for food has gone 
up more than has the cost of a standard market basket. 

Figure 3 shows the trend in per capita food expenditures from 
1929 to 1959. It also shows how much of the total expenditures for 
farm foods (excluding imported foods and seafood) were absorbed 
by the food marketing bill and by the farmer’s bill for nonagri- 
cultural services. The chart shows, for example, that in 1959: 


Per capita expenditures for farm food were $332; 
the food marketing bill absorbed $220; 
leaving gross returns to farmers of $112; 
of this, the farmer spent for nonagricultural 

services $ 41; 
leaving for agriculture (divided by U. S. 

population) 


The $71 represents the returns to agriculture for its labor and 
capital excluding the cost of production materials and other serv- 
ices furnished by the nonagricultural part of our economy, It is 
analogous to the ‘‘value added’’ concept used by the U. S, Bureau 
of Census for many years in its periodic Census of Manufactures. 

The data in back of Figure 3 are shown in Tables 1 and 2. Here 
we need to describe briefly the data on the farmer’s bill for non- 
agricultural services,* It is an estimate of what the farmer spent 
for nonagricultural services related to food production alone—not 
including the expenses for producing nonfood products such as 
cotton and tobacco, The cost of these nonagricultural services 
was derived from total farm expenditures for feeds and seeds 
purchased (less cash farm receipts from sale of feeds and seeds), 
fertilizer and lime, operation of motor vehicles and machinery, 
electricity, containers, and other miscellaneous items of nonfarm 
origin. 

The method used to estimate the share of these current pro- 


4. The data were prepared by Robert H. Masucci and Mardy Myers, with the 
assistance of Marguerite C. Burk, all of the Agricultural Marketing Service. 
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Table 1. Breakdown of Total Expenditures for Domestic Farm 
Food Products, 1929-59 


Gross Farmer’s 
Expendi- Food returis bill for Left for 
tures for marketing to nonagri- agricul- 
farm foods bill farmers cultural ture 
(1 - 2) services (3 - 4) 


Bil. dol. Bil. dol. Bil. dol. Bil. dol. 
9.66 7.22 1.51 5.71 


9.92 6.33 1.53 4.80 
8.60 4.66 1,05 3.61 
7.51 3.40 ° 2.51 
7.37 3.56 2.68 
7.85 2.98 
7.62 3.94 
8.21 4.26 
8.10 4.58 
8.39 3.89 
8.60 3.75 


9.10 ‘ 3.97 
9.86 ° 5.40 
11.72 7,21 
12.44 8.60 
12.80 : 8.77 
14,20 9.32 
17.81 : ‘ 11.78 
20.67 13.59 
22.90 14.29 
23.88 11.97 


23.87 : ° 12.46 
26.43 14.01 
28.28 13.68 
29.29 13.05 
30.37 A 12.43 
$2.11 12.24 
33.96 . ° 12,28 
35.69 12.68 
36.98 13.79 
38.99 12.56 


duction expenses attributable to food production is illustrated in 
Table 3 for the year 1954. Similar computations were made for 
4 other years—1929, 1939, 1949, and 1959. Estimates for inter- 
vening years were based on data from two series: (1) The farm 
value of domestic farm food sold to U. S. civilians, and (2) cash 
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Bil. dol. 
1929 16.88 
1930 16.25 
1931 13.26 
1932 10.91 
1933 10.93 
1934 12,12 
1935 12.64 
1936 13.99 
1937 14.08 
1938 13.59 
1939 13.77 
1940 14.69 
1941 16.98 
1942 21.04 
1943 23.84 
1944 24.38 
1945 26.82 
1946 33.46 
1947 39.36 
1948 42.20 
1949 40.81 
1950 41.46 
1951 46.45 
1952 48.20 
1953 48.28 
1954 48.80 
1955 50.39 
1956 52.63 
1957 55.15 
1958 57.66 
1959 58.79 
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Table 2, Breakdown of per Capita Expenditures for Domestic 
Farm Food Products and Related Data, 1929-59 


Gross Farmer’s 
returns bill for 
to nonagri- 
farmers cultural 
services 
Dollars 
12 


12 


a. Volume of marketings of farm food products for U.S. civilian consumption. 


receipts from farm marketings plus value of home consumption 
with an inventory adjustment illustrated in Table 3. 

Figure 3 throws more light upon recent trends in actual food 
expenditures. The principal trends since World War II were: 


1, Per capita food expenditures tended definitely upward; re- 
flecting higher retail food prices and more expensive marketing 
services, 


Expendi- Left Food 
tures Food for market- Consumer 
Year for market- agri- ings* dispos- 
farm ing bill culture 1947-49 = able 
foods (3 - 4) 100 income 
Dollars Dollars Dollars Dollars 
1929 138 79 47 84.0 682 
1930 132 81 51 || 39 83.0 604 
1931 107 69 38 9 29 83.0 515 
1932 87 60 27 7 20 80.4 390 
1933 87 59 28 7 21 80.4 364 
1934 96 62 34 10 24 82.7 411 
1935 99 60 39 8 31 78.0 459 
1936 109 64 45 12 33 82.3 517 
1937 109 63 46 11 35 82.4 551 
1938 105 65 40 10 30 84.0 506 
1939 106 66 40 11 29 87.9 538 
1940 111 69 42 12 30 90.9 576 
1941 127 74 53 13 40 91.8 697 
1942 156 87 69 16 53 93.7 871 
1943 174 91 83 20 63 90.2 977 
1944 176 92 84 20 64 91.2 1,060 
1945 192 102 90 23 67 94.4 1,075 
1946 237 126 111 28 83 103.9 1,136 
1947 273 143 130 36 94 102.5 1,181 
1948 288 156 132 34 98 98.4 1,291 
1949 273 160 113 33 80 99.1 1,271 
1950 273 157 116 34 82 100.9 1,369 
1951 301 171 130 39 91 98.5 1,473 
1952 307 180 127 40 87 101.2 1,520 
1953 302 183 119 37 82 103.6 1,582 
1954 300 187 113 37 76 104.7 1,582 
1955 305 194 111 37 74 107.0 1,660 
1956 313 202 111 38 73 109.4 1,742 
1957 322 208 114 40 74 107.9 1,804 
1958 331 212 119 40 79 106.3 1,826 
1959 332 220 112 41 71 109.0 1,905 
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Table 3. Derivation of Farmer’s Bill for Nonagricultural Services 
for Domestic Food Marketings in 19544 


Il. Domestic farm food sold 


I, All commodities to U.S. civilians 


A. Gross returns to agriculture 


Mil. dol. Mil. dol. 
1. Cash receipts from farm 
marketings 29,953 Farm value of domes- 
2. Value of farm home food tic farm food sold 
consumption 1,824 to U.S. civilians 18,400 


3. Less duplication in form of 
farm share of farmers’ 
expenditures for: 


Food marketings as 
percent of total value 
of agricultural pro- 


Total Farm value duction: 
Mil. dol. Mil. dol. 
18,400 65.1% 
a. Feed 3,906 2,062 28 268 
b. Livestock 1,563 1,160 
c. Seed 542 287 
6,011 3,509 -3,509 
28 ,268 
B, Current production expenses paid to nonagricultural sector 
Mil, dol. Mil. dol. 
1. Fertilizer and lime 1,274 Items 1-5 
2. Miscellaneous (excluding short-term (65.1 percent of 
interest) 1,641 6,217) 4,047 
3. Repair and operation of motor 
vehicles and machinery 2,702 
4; Repair and maintenance of service 
buildings and fences 442 
5. Payments to nonagr. sector for seed 255 
Subtotal 6,314 
Subtotal, adjusted? 6,217 Item 6 
6. Payments to nonagr. sector for feed (87% of 2,212) 1,924 
and livestock 2,247 Total 5 971 


Payments to nonagr. sector for feed : 
and livestock, adjusted 2,212 


a. Prepared by Robert Masucci and Mardy Myers, with assistance of Marguerite C. Burk, 
all of the Agricultural Marketing Service. 


b. Adjustment made on basis of ratio of inventory change to sum of cash receipts and value 
of h.me consumption, 


c. Percentage that food marketings to U.S. civilians are of total food production, 


2. The per capita food marketing bill rose even more sharply. 

3. Thus, although the average consumer spent more for food, 
he contributed less to the gross income of the farmer. 

4. Moreover, of each dollar of gross income for producing 
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food, the farmer had to pay out more and more for nonfarm serv- 
ices, 

5. Thus, the increasing per capita payments of consumers for 
food were reflecting higher costs of food marketing and higher 
costs of nonfarm services, resulting in a rather substantial down- 
ward trend in the amount available for factors used in agriculture. 


Note that all these data are averages obtained by dividing total 
figures by the United States population. The decline in returns to 
farmers shown at the bottom of Figure 3 is not in terms of the 
average farmer. It is in terms of the amount of money the aver- 
age United States citizen contributes indirectly to farmers, or how 
much of the average citizen’s food bill goes to the farmer. The 
returns of the average farmer dropped less than this because the 
farm population fell by 5 million persons from 1949 to 1959, while 
total population rose by 28 million. 

We do not propose here to discuss the difficult problem of 
measuring trends in the well-being of the average farmer, nor to 
compare the average farm income with nonfarmers; but it seems 
clear to us that the postwar trends, shown to the right side of 
Figure 3, are distinctly unfavorable to agriculture. 

Our discussion of the treads in Figure 3 implies a theory of 
price-and-income determination. It implies (we think, correctly) 
that, in the long run, the consumer’s food expenditures are deter- 
mined by certain market forces; that gross returns to farmers 
are what is left of these expenditures after marketing costs are 
paid; and that returns to farmers for their labor and capital are 
what is left of gross returns after the farmer pays for nonagri- 
cultural services. In other words, it implies that prices and in- 
comes are determined basically at the consumer level and that 
returns to the farmer are a residual. Some may argue the other 
way around—that farm income is determined by basic economic 
forces, and that the consumer has to pay this plus all the market- 
ing costs, 

This is an ancient controversy. We cannot settle it fully here. 
It seems to us that the weight of both economic theory and statis- 
tical evidence tend to support our interpretation of the data. Eco- 
nomic theory would indicate that consumer expenditures are de- 
termined by their preferences (technically, by their indifference 
functions), by their incomes, and by the amounts of goods avail- 
able. Again, economic theory would suggest that marketing costs 
and the costs of nonfarm services are determined by such things 
as the amounts of services required, by wage rates, and by other 
cost rates. 
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These theoretical hypothese have been supported by the find- 
ings of statistical studies made by Been,®5 Bunkers and Cochrane, ® 
Burk,’ and Daly.® 

In an earlier study, based on data for 1913-44, Been noted that 
‘The relative stability of marketing margins in comparison with 
the variation of retail prices is a matter of great importance in 
determining the influence of the food-marketing-margin structure 
upon prices and incomes received by farmers.’’? 

In the three later studies, all authors stressed the growing im- 
portance of food marketing services, the much greater income 
elasticity in demand for marketing services than in demand for 
food products at the farm level, and the implications of these find- 
ings on food and agricultural industries. Bunkers and Cochrane 
estimated the elasticity of farm food product consumption with 
respect to income in the range from .25 to .28 and of marketing 
services with respect to income from .96 to 1.32. These esti- 
mates were computed from data for 1913-54. Burk concluded that 
the level of use of food marketing services rose substantially from 
pre-World War II to post-World War II, with much of the change 
occurring in 1939-41 and 1945-47,1! 


Some Statistical Relationships 


The statistical studies mentioned above have thrown a great 
deal of light upon the forces that have determined food expendi- 
tures and the marketing bill. We thought it desirable to try a 
modest addition to existing information along two lines: First, by 
using the new data on the farmer’s bill for nonfarm services; 
second, by comparing relationships in postwar 1948-59 with those 
in prewar 1929-40. 
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Originally, we planned to show for each period how food ex- 
penditures, the marketing bill, and the farmer’s bill for nonfarm 
services were related both to consumer’s income and to domestic 
food marketings; but the regressions indicating the effects of do- 
mestic marketings on both the marketing bill and on the farmer’s 
bill for nonfarm services were statistically nonsignificant. Ap- 
parently, year-to-year changes in volume did not significantly af- 
fect year-to-year changes in marketing costs or in costs of non- 
farm services. We decided, therefore, to use the equations in the 
following chart. (All data are per capita, and are taken from 
Table 2). 

Comparing the ‘‘demand equations,’’ l-a with 1-b, the coeffi- 
cients indicate that before World War II, 17.6 cents out of each 
added dollar of consumer income was spent for food, and that this 


Squared 


Equation 
number For 1929-40: 


correlation 
l-a Food expenditures = 90.864 + 0.176 income - 0.878 marketings R? = 0.935 
(0.017) (0.451) 
2-a Marketing bill = 32.764 + 0.066 income r? = 0.727 
(0.013) 
3-a Nonfarm services = 1.129 + 0.018 income r* = 0.726 
(0.004) 
4-a Gross returns to 
farmer = §8.100 + 0.110 income - 0.878 marketings 
5-a Net returns to 
farmer = 56.971 + 0.092 income - 0.878 marketings 
For 1948-59: 
1-b Food expenditures = 386.593 + 0.139 income - 2.917 marketings R? = 0.947 
(0.018) (0.899) 
2-b Marketing bill = 21.819 + 0.103 income r? = 0.979 
(0.005) 
3-b Nonfarm services = 20.638 + 0.011 income r” = 0.698 
(0.002) 
4-b Gross returns 
to farmer = 364.774 + 0.036 income - 2.917 marketings 
5-b Net returns to 


farmer = 344.136 + 0.025 income - 2.917 marketings 


The numbers enclosed in parentheses are standard er- 
rors of the regressioii coefficients directly above them. 


Equations 1-a, 2-a, 3-a, 1-b, 2-b, and 3-b are least-squares regression equations with the 
variable shown to the left treated as dependent. Equations 4-a, 5-a, 4-b, and 5-b were ‘‘de- 
rived.’’ Thus, equation 4-a is equation 1-a minus equation 2-a, To save space, we can write 
this as 4-a = l-a less 2-a, Similarly, 5-a - 1-a less 2-a less 3-a; 4-b = 1-b less 2-b; and 5-b 
= 1-b less 2-b less 3-b. This is in line with the theory of derived demand and derived income 
described above. 
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dropped to 13.9 cents after the war. On the other hand, compari- 
son of the prewar and postwar equations indicate that an increase 
of one point in the index of domestic marketings reduced consumer 
expenditures by 87.8 cents before the war, and by $2.917 in the 
postwar period. Evidently in the postwar years, consumer food 
expenditures responded less to increased incomes and more to in- 
creased marketings than they did before the war. Note that mar- 
ketings increased at a faster rate than food consumption because 
of an increase in the proportion of the food supply moving through 
the marketing system. 

These regression coefficients are not elasticities. We think 
that for most practical purposes they are more meaningful and 
useful than elasticities. But economists have become so addicted 
to coefficients of elasticity that we felt almost compelled to show 
elasticities here. To compute elasticities, we need the following 


data: 
Prewar Postwar 
1929-40 1948-59 


Mean of per capita food expenditures 304 
Mean of per capita consumer income 1585 
Mean of index of per capita domestic marketings 103.8 
Effect of one additional dollar of income +0.139 
Effect of one additional index point of marketings -2.917 


From these data, we can compute two kinds of elasticities: 

The partial elasticities of food expenditures with respect to 
consumer income (with domestic marketings held constant) were 
0.837 in the prewar period and 0.725 in the postwar period. 

The partial elasticities of food expenditures with respect to 
domestic marketings (with consumer incomes held constant) were 
-0.683 in the prewar period and -0.996 in the postwar period. 


Implications 


Returning to the regression equations, in both periods, in- 
creases in consumer income tended to raise food expenditures. In 
the postwar period the rise in food expenditures would have been 
much greater had it not been for increased domestic food market- 
ings. If marketings had been held constant in 1929 to 1940, each 
added dollar of consumer income would have meant 17.6 cents 
more spent for food. Of this, 6.6 cents would have been absorbed 
by higher marketing costs, and 1.8 cents would have been absorbed 
by higher payments for nonfarm services, The addition to returns 
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to agriculture for its labor and capital would have been 17.6 - 6.6 - 
1.8= 9.2 cents, 

In the years 1948-59, the comparable returns to agriculture 
would have been 13.9 - 10.3 - 1.1 = 2.5 cents added returns to ag- 
riculture from each extra dollar of consumer income. 

A drop from 9.2 cents to 2.5 cents in returns for each added 
dollar of consumer income has serious implications to the future 
of American agriculture. Of course, 2.5 cents is much better than 
nothing at all. As the population grows, and as per capita incomes 
increase, returns to agriculture would rise unless the rise were 
offset by further increases in output and in marketings, such as 
those that have occurred since the war. 

But if agriculture is to share adequately in further gains in 
national income, it will probably require one or more of the fol- 
lowing: 

1. A less rapid expansion of output and domestic marketings. 

2. Larger diversion programs to remove surpluses from the 
domestic food market, 

3. Larger governmental payments to farmers, 

4. A slowing up, or reversal, of the trend toward more mar- 
keting services, and more expensive marketing services, 

With respect to the last possibility, a contraction in marketing 
services and a decline in the cost of these services is not likely — 
unless we have another Great Depression. With rising incomes, 
consumers will continue to expand their purchases of food mar- 
keting services much more than their purchases of food products. 
Food processors and distributors have made marked gains in 
efficiency, especially in recent years, but increases in labor and 
other costs have more than offset these gains, Some further cost 
increases are likely. There are more rigidities built into the 
marketing-cost structure—on the downward side—than at any 
previous time. 

Thus, the failure of agriculture to share fully the post-World 
War II gains in income may not be a temporary situation, The 
food-marketing bill probably will increase further, at least so long 
as consumer incomes continue to rise. Also, farmers likely will 
pay a higher proportion of their gross returns for nonagricultural 
services as nonfarm inputs are expected to increase relative to 
farm inputs. Prices of these services also are becoming more 
rigid. 

As the marketing bill becomes an even larger part of the con- 
sumer food bill, the impact of changing retail prices of food prod- 
ucts on farm prices is intensified, unless offsetting measures are 
taken. For example, all of the continued increase in marketing 
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costs for bread during the 1950’s has been reflected in higher re- 
tail prices because of the price support program for wheat. In 
these circumstances, any program that is effective in supporting 
farmers’ incomes will continue to be expensive; either in terms 
of food prices or in terms of taxes. The failure to support farm- 
ers’ incomes might cost even more by contributing to general 
economic instability. 
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